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MEDICARE FRAUD PREVENTION: IMPROVING 
THE MEDICARE ENROLLMENT PROCESS 


THURSDAY, JANUARY 29, 1998 

U.S. Senate, 

Permanent Subcommittee on Investigations, 

OF THE Committee on Governmental Affairs, 

Washington, DC. 

The Subcommittee met, pursuant to notice, at 9:33 a.m., in room 
SD-342, Dirksen Senate Office Building, Hon. Susan M. Collins, 
Chairman of the Subcommittee, presiding. 

Present: Senators Collins, Glenn, Levin, and Durbin. 

Staff Present: Timothy J . Shea, Chief Counsel/Staff Director; 
Mary D. Robertson, Chief Clerk; Ian T. Simmons, Counsel; Don 
Mullinax, Investigator; Eric Eskew, Investigator (Detailee, HHS- 
IG); Dennis M. McCarthy, Investigator (Detailee, Secret Service); 
Lindsey E. Ledwin, Staff Assistant; Kirk E. Walder, Investigator; 
Stephanie Smith, Investigator (Congressional Fellow); Linda Algar, 
Investigator (Congressional Fellow); Bill Greenwalt (Senator 
Thompson); Michael Loesch (Senator Cochran); Chris Dockery 
(Senator Cochran); Gregory Bouton (Senator Cochran); Allison 
Dekosky (Senator Specter); Steve Abbott (Senator Collins); Felicia 
Knight (Senator Collins); Priscilla Hanley (Senator Collins); Bob 
Roach, Counsel to the Minority; Leonard Weiss (Senator Glenn); 
Marianne Upton (Senator Durbin); Polly Middlestedt (Senator 
Cleland); and Myla Edwards (Senator Levin). 

OPENING STATEMENT OF SENATOR COLLINS 

Senator Collins. The Subcommittee will please come to order. 

Today, the Subcommittee continues its investigation into fraud in 
the Medicare program. This is the Subcommittee's second hearing 
on this subject. At our initial hearing last J une, we learned from 
the HHS Inspector General the disturbing fact that improper pay- 
ments in the Medicare program are estimated to be 14 percent of 
total payments. That is close to double previous estimates. This 
amounts to an astronomical $23 billion a year in improper Medi- 
care payments. 

Medicare is too important a program to have such a significant 
financial drain on its scarce resources, resources that should be 
benefiting the millions of older and disabled Americans who depend 
on the program. About 14 percent of all Americans receive health 
care services from Medicare. I n Maine, the percentage is even high- 
er, as more than 200,000 people, representing 17 percent of our 
population, are enrolled in Medicare. 

( 1 ) 
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Americans across the Nation rely on this vital program to main- 
tain their health and quality of life as they grow older. We in Con- 
gress, therefore, have a serious responsibility to older Americans 
across the country and to our Nation's taxpayers to protect the 
Medicare program, to ensure the financial integrity of the Medicare 
Trust Fund so that the program continues to serve older and dis- 
abled Americans into the 21st century, to guard against our seniors 
receiving inferior or sub-standard health care, and to protect the 
Nation's taxpayers from career criminals whose illegal schemes 
cost us billions of dollars each year. 

We must use common sense and cost-effective solutions to curtail 
the spreading infection of fraud that threatens the very vitality of 
Medicare. This hearing is in no way intended to be an indictment 
of the vast majority of health care providers who are dedicated and 
caring professionals. I n fact, they would be the first to agree on the 
need to focus on prevention to stop the fraud before it occurs by 
preventing career criminals, most with absolutely no health care 
experience, from ever becoming Medicare providers in the first 
place. 

We are now seeing a dangerous and growing trend in Medicare 
fraud of bogus providers entering the system with the sole and ex- 
plicit purpose of ripping it off. The front door has been left wide 
open to criminals who simply walk in, pose as legitimate providers, 
and steal millions from the Trust Fund. This type of fraud raises 
the critical, but obvious question, how do they get into the system 
in the first place? 

These are not otherwise legitimate health care providers who 
unethically pad a bill, but who at least do provide services. Rather, 
these are completely bogus businesses, such as the fictitious dura- 
ble medical equipment company that exists only on paper, or indi- 
viduals who engage in extortion and pay off "recruiters" in order 
to obtain beneficiary numbers, or phony health care agencies that 
never deliver any services at all. 

Cracking down on this growing type of Medicare fraud is impor- 
tant for two reasons. First, these scams expose the Federal Treas- 
ury, the Nation's taxpayers, to a potentially greater amount of 
fraud. Unlike traditional health care fraud where services are pro- 
vided, but at an inflated cost, these criminals commit 100 percent 
fraud, stealing all of the money they bill Medicare while providing 
no or inferior services to elderly Americans. 

Second, these criminals, most with no health care experience, 
threaten the quality of care for our elderly and disabled. They drive 
legitimate providers out of business, they deliver sub-standard 
services and equipment, and they endanger our elderly by not pro- 
viding needed services. 

Our witnesses today will provide the Subcommittee with an un- 
derstanding of how these criminals can enter the system and how 
the enrollment process administered by the Flealth Care Financing 
Administration should be improved. I want to note that just days 
before this hearing, the administration announced an initiative 
that finally recognizes the importance of fraud prevention. This ini- 
tiative is welcome, albeit long overdue, and needs to be vigorously 
pursued. 
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We in Congress are mindful that entry into Medicare should not 
be so difficult that the process deters legitimate health care pro- 
viders. But we must have enough of a deterrent so that the truly 
unscrupulous cannot enter the system. The fact is it is far easier 
to obtain a Medicare provider number than to obtain a Maine driv- 
er's license. The current philosophy, the current process, makes it 
far too easy for criminals to exploit a system that seems based on 
a philosophy of pay now, ask questions later. 

Why do we have a system that paid $117,000 to a Medicare pro- 
vider who rendered no services and whose address is actually a 
laundromat in Brooklyn? Why did Medicare pay $300,000 for med- 
ical tests never performed and sent the checks to a Mail Boxes Etc. 
location in Miami? Why did Medicare pay $6 million to several 
DME companies that provided no services, when their fictitious lo- 
cation was in the middle of a runway at the Miami International 
Airport? Simply put, why do HCFA and its contractors write checks 
first and ask questions later? 

These are important questions that I intend to pursue vigorously 
with my colleagues as this investigation continues and as we strive 
to protect the integrity of the Medicare program. The elderly in this 
country deserve no less. It is difficult for me to justify to my con- 
stituents in Maine why we need to slow the growth of Medicare 
when waste, fraud and abuse are rampant in this program. 

Before recognizing the Ranking Minority Member and Senator 
Durbin for their comments, I want to stress one important point 
about Medicare providers. Perhaps it goes without saying, but it 
deserves repeating here today. The vast majority of Medicare pro- 
viders are caring, dedicated health care professionals whose top 
priority is the welfare of their patients. This hearing is not about 
those health care professionals, nor is it about honest mistakes or 
billing errors. It is about career criminals who waltz into the Medi- 
care program without being questioned and who steal hundreds of 
millions of dollars from the Trust Fund. We must crack down on 
bogus providers who have no business participating in a program 
vital to 38 million Americans. 

At this time, I am pleased to recognize the ranking minority 
member of the Subcommittee, the distinguished Senator from Ohio, 
j ohn Glenn, for his statement. 

OPENING STATEMENT OF SENATOR GLENN 

Senator Glenn. Thank you. Madam Chairman, and I want to 
commend you and your staff for the fine job you have done in put- 
ting this hearing together. As you said, it is long overdue that we 
get into this because Medicare is a valuable program. Over the 
years, it has improved the health and quality of life for tens of mil- 
lions of Americans and has a commendable record. 

But the size of the program and its decentralized nature mean 
that any regulatory or management weakness leaves the program 
highly vulnerable— vulnerable to fraud resulting in the potential 
loss of billions of dollars, as we will have illustrated here today. 
Unscrupulous actors are always looking for a way to take advan- 
tage of the system, and their actions can threaten the health and 
lives of Americans and waste billions of taxpayer dollars and un- 
dermine the credibility of an essentially good and successful pro- 
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gram. That is why it is so important for us to continually monitor 
the program and correct the weak areas. 

Today's hearing addresses an area of high vulnerability— the 
process for enrolling health care providers and suppliers in the 
Medicare program. Let me add that this is on the GAO's high-risk 
list. We worked with the General Accounting Office back some 
years ago. It was approved in 1990 that they assess across all the 
different departments and agencies of government where the great- 
est risks to the taxpayers were, where was money likely to be wast- 
ed. 

And they put out a list in 1992, 1995, and 1997, and in 1995 and 
1997 the area we are talking about today was one of the risks that 
they warned about. So we haven't had adequate action taken with- 
in a couple of administrations here to really get to the bottom of 
this thing and really correct it. 

The current qualifications standards are far too weak, and even 
those are ineffectively enforced. As a result, con artists with no 
medical background or experience whose sole purpose is to rip off 
the taxpayers gain access to the Medicare reimbursement system. 
This result is quite apparent in two of the categories we will focus 
on today— durable medical equipment, DME, suppliers, and home 
health agencies, HHA's. 

J ust a month ago, the HHS Inspector General came to the 
chilling conclusion that, and I quote, "Presently, HCFA and the Na- 
tional Supplier Clearinghouse are approving many inexperienced, 
unqualified, and unethical people as suppliers," end of quote. Is it 
any wonder, then, that a recent HHS IG inspection of 420 enrolled 
DME suppliers and 35 new applicants revealed that 40 percent of 
the enrol lees and 41 percent of the applicants failed to meet at 
least one Medicare requirement for DME suppliers, and that a gov- 
ernment review of $6.5 billion in DME billings last year concluded 
that 16 percent, nearly $510 million, were improper? 

Similar problems afflict HHA's. Last month, the General Ac- 
counting Office issued a review of the certification process for 
HHA's and reported that Medicare's initial certification process 
does not provide a sound basis for judging whether an HHA does 
or will provide quality care in accordance with Medicare's condi- 
tions of participation. As a result, GAO concluded that State sur- 
veyors and HCFA do not have sufficient, adequate information to 
verify that the HHA is capable of furnishing quality care for all its 
services or is in compliance with all the conditions of participation. 

Similarly, 6 months ago, the HHS IG reported that 25 percent 
of the 2,700 certified HHA's in five of the largest Medicare States 
were problem providers with significant or multiple problems, and 
they received almost 45 percent of all Medicare expenditures in 
those States. They concluded that current program requirements 
are woefully inadequate to prevent financially irresponsible or 
fraudulent home health agencies from becoming Medicare pro- 
viders. 

On the same day it issued that finding, the IG also reported that 
in four of the largest Medicare States, 40 percent of the payments 
for home health care over the past 15 months should not have been 
made, resulting in losses of approximately $2.6 billion. It should be 
no surprise, then, that in September of last year the administration 
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imposed a moratorium on the enrollment of new HHA's, and that 
freeze was just lifted on J anuary 13th of this year, after new regu- 
lations were implement^. But there needs to be far more follow- 
up to go along with that. 

Obviously, the enrollment process is in terrible shape. Yet, it 
could, and should be our first line of defense against Medicare 
fraud. If we can deny unscrupulous firms and individuals access to 
the system, we can stop a lot of fraud before it even starts, and 
that is a more efficient and effective way to safeguard programs, 
resources, and quality than to try and catch perpetrators after the 
fraud is committed. 

It is encouraging to note that both Congress and the Health Care 
Financing Administration, HCFA, have already taken some initial 
steps toward reform of the enrollment process. The Balanced Budg- 
et Act of 1997 included a number of initiatives that will strengthen 
the enrollment process. HCFA recently promulgated a flurry of re- 
forms, including requirements for DME and HHA applicants to 
provide more information and post surety bonds, and I hope we get 
a chance to hear about the changes it has implemented. 

However, while the reforms have great potential to improve the 
enrollment process, we must see how effectively they are imple- 
mented and enforc^. There is a lot more to do and there are some 
obvious reforms that have not been taken. 

Let me just add, I think we need to look in the mirror here in 
Congress for the source of some of the problems addressed here 
today. We have been on a big emphasis on requiring privatization 
and putting everything, as far as we can, out of government, get- 
ting it out and privatizing it. Well, we didn't put enough safeguards 
in here when we did some of this and so we find people getting too 
easily into the whole system. 

When we have tried to make some changes in the past, they 
haven't gotten through the Congress because some people were 
afraid that we were impinging on their small businesses back home 
to get into some of these areas. So there have been problems right 
here, too. Protecting small businesses and making easy access for 
them to get into this system, which is admirable in its intent, 
meant that crooks got in, also. And we set some of the pricing here 
so that there couldn't be competitive bidding. We need to correct 
things like that right here in Congress as part of this clean-up of 
the whole system. So we need to do some things right here, too. 

It is good to say that we are putting it out here and it is going 
to be competitive. Yet, it should be competitive once we get it out 
there and it is not now. Anybody gets in and they can charge any- 
thing they want, and so on, and it makes no difference to a crook 
if the service is not being provided. His or her bill may look like 
it is in line with what the going rate is in a certain area, but the 
service isn't even provided, so that is a complete rip-off, a complete 
fraud. 

So we need to correct some of the things that right now are per- 
mitted in law. We don't require competitive bidding in some of 
these areas. I had a meeting this morning with the Administrator 
of HCFA, and there are some areas that we need to look into here, 
also. I am not trying to excuse them at all, because some of the 
things that have happened are inexcusable. 
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The testimony today will dramatically show something as simple 
as performing an on-site visit to an applicant's reported place of 
business could identify many scam artists. As the Chairwoman 
pointed out just a moment ago here, when you are talking about 
a provider that is on the sixth floor of a five-story building, it 
doesn't take a big scientist to tell us we have got a problem. 

Another important reform to consider is granting HCFA author- 
ity to charge applicants a fee to defray the cost of an improved ap- 
plication review process that does include site visits. At least we 
know there is a business there. HCFA projected that such a fee 
would be about $100. It doesn't seem to me that is too far out of 
line. 

By way of comparison, the State Department currently charges 
individuals $65 for a passport, and if a citizen can be required to 
pay $65 in order to exercise their right to travel, it seems reason- 
able to require Medicare providers and suppliers to pay a fee for 
the right to enroll in a program which affords lucrative financial 
returns. 

So I am looking forward to exploring these ideas and other pos- 
sible reforms during today's hearing. Surely, this is an area where 
an ounce of prevention is well worth a pound of cure. It is long 
overdue for curing and it is up to us to work with HCFA to make 
sure this gets done. 

Thank you. Madam Chairman. 

Senator Collins. Thank you very much. Senator Glenn. 

I would now like to recognize another Senator who has been a 
leader in the fight against Medicare fraud. Senator Durbin. 

OPENING STATEMENT OF SENATOR DURBIN 

Senator Durbin. Thank you. Senator Collins. We are discussing 
exploitation here, and it is pretty obvious from the figures which 
have been produced that there is an exploitation of taxpayers and 
the Treasury, some suggest to the tune of $23 billion a year in 
Medicare fraud. But it is also an exploitation of senior citizens, 
many of whom, because they are alone are confused by the moun- 
tain of bureaucratic language that is thrown in their direction, 
really don't know what their rights are and end up signing forms 
which give people a license to basically scam the Treasury. They 
don't get the kind of care and services that they deserve and the 
taxpayers pay the bill. 

Now, we have taken a close look at some of these and one of the 
operations that I think we should continue to encourage is Oper- 
ation Restore Trust, which is an effort to try to weed out this Medi- 
care fraud. It has been conducted in my home State of Illinois and 
four other States to target this problem. For every dollar that we 
have spent in this effort, we have brought back $23 to the Federal 
Treasury. I was pleased that last May, President Clinton expanded 
this program to 12 additional States. 

Let me also say that there is a hotline that I think most people 
are aware of through the Department of Health and Human Serv- 
ices to allow people to call in. It is 1-800-HHS-TIPS, and if you 
think that you know of some Medicare fraud, give it a call. Direct 
action resulting from some 5,500 complaints to that hotline has re- 
sulted in approximately $6.4 million in recoveries. 
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I really want to close by commending Senator Collins for her ini- 
tiative in this investigation. This is not the first hearing we have 
had on this subject. I am sure it won't be the last either. Both she 
and Senator Glenn understand, as was said in their opening state- 
ments, that if we are being called on to tighten the belt in the 
Medicare program, the first place we are going to turn is the elimi- 
nation of this kind of fraud. This can be done. And for those of you 
who have talked to senior citizens, who have been to town meet- 
ings, they usually come armed with a handful of bills and examples 
to tell their elected officials that there are obvious abuses that need 
correcting. 

The one sad part of this and one thing that we have to think 
about is that the largest complaints against the government, in 
general, are paperwork and too many employees. How do you police 
a system? Well, historically, we have policed it with more forms to 
make sure that anybody who wants to get into this field has to fill 
out more forms, make more disclosures, swear to the truth of this, 
that and the other thing. So as we try to reduce paperwork, on one 
hand, we have to be taking care that we aren't reducing the safe- 
guards that are necessary to keep the bad actors out of this. 

And, secondly, of course, we need good people who are taking a 
look at these Medicare providers and making certain that, as has 
been said repeatedly, you don't have some business supposedly 
working off of the sixth floor of a five-story building. So these 
things are at odds with our efforts to reduce paperwork and reduce 
Federal employment, but they are absolutely essential if we are 
going to make certain that the taxpayers are not ripped off. 

I thank the Senator for this hearing. I am looking forward to it. 

Senator Collins. Thank you. Senator Durbin. 

Without objection, and for the convenience of all Senators, the 
exhibits marked and previously made available will be made part 
of the hearing record. 

In addition. Senator Glenn and I each received late last night a 
letter from HCFA outlining the steps that the administration is 
taking and the letter will be made part of the record as well.^ 

Senator Glenn. So move. 

Senator Collins. Thank you. 

Our first witness this morning is a former Miami nightclub 
owner who is currently serving time in Federal prison for Medicare 
fraud. We will refer to this witness today as "Mr. Smith ." 2 

For the record, I would note that the witness has requested that 
his face be concealed from public view due to concerns about his 
safety. Under the circumstances, I believe this is an eminently rea- 
sonable request, and if there is no objection from the Subcommittee 
members, it is ordered pursuant to the Subcommittee's Rule 11. 

I would note for the record that the witness, as is obvious, will 
be testifying behind an opaque screen. No cameras will be allowed 
to photograph this witness from the area in front of the screen. It 
is also my understanding that members of the media have already 
been advised of the ground rules and the locations where cameras 


J-See Exhibit 14 which appears in the Appendix on page 204. 

^Seaied Exhibit iabeied as Exhibit 1 is retained in the fiies of the Subcommittee. 
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will and will not be allowed during Mr. Smith's testimony in order 
to maintain security. 

Mr. Smith will describe for us today the nature of his Medicare 
fraud and how he was able to milk some $32 million from the 
Medicare program. I would also note that Mr. Smith is accom- 
panied by an interpreter from the State Department, since English 
is not his native language. Although his English is good, just to en- 
sure that there is no misinterpretation of the questions, the inter- 
preter will translate the questions and assist to ensure that Mr. 
Smith understands all the questions posed to him. 

Pursuant to Rule 6, all witnesses who testify before the Sub- 
committee are required to be sworn. We usually ask the witness to 
stand, but for obvious reasons, we will ask today for the witness 
to remain seated, but to raise your right hand. 

Do you swear that the testimony that you will give before the 
Subcommittee will be the truth, the whole truth and nothing but 
the truth, so help you, God? 

Mr. Smith. I do. 

Senator Collins. Thank you very much. Mr. Smith, you may 
proceed. 

TESTIMONY OF MR. SMITH.i A CONVICTED MEDICARE FRAUD 

FELON, ACCOMPANIED BY LILLIAN NIGAGLIONI, INTER- 
PRETER 

Mr. Smith. Madam Chairman and Members of the Sub- 
committee, at your request I am here today to testify about my ac- 
tivities to steal from the Medicare program. Before I begin my tes- 
timony, I want to thank you and this Subcommittee for respecting 
my request to keep my identity protected during this hearing. This 
is a dangerous world and I sincerely fear for my safety. Thank you 
again. 

My professional training is as an electrical engineer, and at the 
time when I started billing Medicare, I was the owner of a night- 
club in the Miami, Florida, area. Before purchasing a medical sup- 
ply company in 1988, I had no experience or training in health care 
services. I also had no idea how the medical supply business 
worked or anything about the Medicare billing process. Without 
this experience and with no knowledge of the Medicare program, 

I purchased a business and started billing Medicare. 

It was very easy for me to get approval from Medicare to become 
a provider. I simply filled out an application and sent it to Medi- 
care. They gave me a provider number over the phone. No one from 
the government or anywhere else ever came to me or my place of 
business to check any information on the application. No one ever 
checked my credentials or asked if I was qualified to operate a 
medical supply business. 

My primary business was supplying nutritional milk to older 
people in southern Florida. As I understand it, this program was 
designed to provide the supply kits, like feeding tubes and food 
such as milk, to old people who were too sick to eat this food with- 
out assistance. They were supposed to be so sick that they could 


J-The prepared statement of M r. Smith appears i n the Appendix on page 57. 
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not swallow whole food. I ended up billing Medicare for patients 
who were eating steaks and other solid foods. 

At first, in order to start billing the government, I bought milk 
and offered it to elderly people in the Miami area in exchange for 
their Medicare beneficiary numbers. I hired people to tell the elder- 
ly that this was free milk from the government and that they only 
needed to have a Medicare number to qualify. These recruiters 
went to community centers and apartment buildings where large 
numbers of senior citizens were present to get new patients for my 
companies. Several doctors were also paid to sign Medicare forms 
certifying that the patients needed this nutritional milk. They were 
paid about $100 for each form signed. 

In the beginning, I bought the milk in case government inves- 
tigators came to look at my business. I thought I needed to show 
them that I bought the milk in order to bill the government. I used 
these numbers to bill Medicare over and over again for high-cost 
nutritional services when I just gave them some cheap free milk. 

Later, I realized that I did not even need to buy the milk. No one 
from the government ever came to question my billings, and so I 
just paid recruiters to get Medicare beneficiary numbers. I used 
these numbers to bill Medicare month after month. I provided no 
services and just received checks from the government. I usually 
received between $180,000 and $280,000 per month from Medicare. 
In 1 month, I billed Medicare over $500,000 and no services were 
provided. This program was a gold mine. I know of no other busi- 
ness where I could make the same money without any risk. 

The government actually made it easy for me to steal. I was not 
required to produce any documents in support of the claims I made 
to Medicare for any of my companies. I became rich very fast bill- 
ing the Medicare program. My biggest mistake in this fraud 
scheme was buying the milk. I would have made more money if I 
did not spend any money on the milk. 

By the time I was arrested in 1994, I owned seven medical sup- 
ply companies and employed approximately 20 people for the sole 
purpose of billing Medicare. I started new companies so that the 
government would not discover the large number of claims being 
paid to any one company. I ran these seven companies out of the 
same office, using the same people and with the same computers. 

I was billing Medicare for over 2,000 patients. I provided no serv- 
ices for the claims submitted. In the end, I estimate that my com- 
panies billed Medicare about a total of $32 million, and most of this 
was fraud. 

I was indicted in Federal court for my Medicare fraud scheme 
and charged with several felony violations of the law. I admitted 
my involvement with this illegal activity and I willingly cooperated 
with the government. I pleaded guilty to 17 felony charges, includ- 
ing fraud against the United States, false claims, and paying kick- 
backs. I am now serving 10 years in Federal prison for these 
crimes. 

That concludes my statement and I will try to answer any ques- 
tions that you may have. 

Senator Collins. Thank you very much, Mr. Smith. I appreciate 
your candor in describing the fraud scheme that you perpetrated. 
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I want to emphasize a couple of points of your testimony before 
asking you some further questions. 

First of all, you had absolutely no background in health care, ei- 
ther as a health care professional or in the business end of the 
health care provider, is that correct? 

Mr. Smith. That's correct. 

Senator Collins. In fact, your training— I think you said you 
were an electrical engineer, is that right? 

Mr. Smith. Yes. 

Senator Collins. I want to follow up on a point that Senator 
Durbin made and that I made in my opening statement, and that 
is the impact of actions like yours on people who really need serv- 
ices. You mentioned that in some cases, you provided the milk in 
the initial stages of your scam to people who didn't need it, who 
were able to eat solid food, like steak, is that correct? 

Mr. Smith. That's correct. 

Senator Collins. But you also didn't provide services, such as 
the feeding kits that accompanied the nutritional milk, to people 
who really needed the service, is that right? 

Mr. Smith. That's correct. 

Senator Collins. That is one of the concerns about this kind of 
fraud— is it not only rips off the Trust Fund, but it hurts the qual- 
ity of care that we are providing to our senior citizens. 

You mentioned that you fraudulently billed the Medicare pro- 
gram for about $32 million. Could you tell us what you used the 
money for? 

Mr. Smith. Many ways; nice house, boat, car, other business, 
traveled a lot. 

Senator Collins. Did you buy some luxury cars with the money? 

Mr. Smith. Yes, I bought luxury cars, houses, and traveled. 

Senator Collins. Did you buy a Mercedes? 

Mr. Smith. Yes. 

Senator Collins. Did you do a lot of traveling with the money? 

Mr. Smith. Yes. 

Senator Collins. Could you give us some idea of where you went 
with the money? 

Mr. Smith. All over the world, and 14 times to Rio de J aneiro 
in 1 year. 

Senator Collins. Did you also invest in a couple of nightclubs 
in Mexico? 

Mr. Smith. Yes. 

Senator Collins. And it is my understanding you also bought 
two boats and a home in Miami and an apartment in Mexico City, 
is that correct? 

Mr. Smith. That's correct. 

Senator Collins. So, certainly. Medicare provided you with the 
good life, I guess you would say, for a while? 

Mr. Smith. Yes. 

Senator Collins. You worked with others to cheat Medicare, as 
you mentioned in your statement, but what was your role in the 
scheme? 

Mr. Smith. I provided the financial support for buying the pro- 
vider company, and I paid the recruiters. 
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Senator Collins. So the recruiter brought you the Medicare ben- 
eficiary numbers which allowed you to bill the government for serv- 
ices that you never provided, is that correct? 

M r. Sm iTH . Yes, that's correct. 

Senator Collins. And no one from the government, until you 
were caught, ever came to visit you or ask you about the informa- 
tion that you provided on your application to become a provider? 

Mr. Smith. Never. 

Senator Collins. No one from the government ever visited your 
place of business or attempted to verify the information that you 
gave on the application? 

Mr. Smith. No, only when they come and arrest me. 

Senator Collins. How did you get caught? 

Mr. Smith. Somebody who was working with me got caught for 
other reasons and started to cooperate. 

Senator Collins. So one of your associates essentially turned 
you in, is that correct? 

M r. Sm ITH . Yes, that's correct. 

Senator Collins. If you hadn't been turned in by one of your as- 
sociates, do you think that the fraud would have gone on and on 
and you would still be billing Medicare today? 

Mr. Smith. Oh, yes, for sure, but I was thinking about retiring 
in 2 years. 

Senator Collins. You were planning to keep going for a couple 
of years and then retire, is that correct? 

Mr. Smith. That's correct. 

Senator Collins. So, in summary, just tell us how easy was it 
for you to become a certified Medicare provider. 

Mr. Smith. Filled out the paper, sent to Blue Cross and Blue 
Shield, and they gave me the provider number over the phone. 

Senator Collins. You got the provider number over the tele- 
phone? 

Mr. Smith. Yes, that's right, and started billing. 

Senator Collins. My final question to you is what do you think 
the government should do to prevent people from cheating the 
Medicare system? What would have deterred you? What would 
have caused you to think twice before getting into Medicare fraud? 

Mr. Smith. I think the government needs to put pressure on the 
insurance company because the insurance company is the broker 
between the government and the provider. The insurance company 
pays the money and the insurance company doesn't have any kind 
of surveillance to prevent the fraud. 

Senator Collins. So, by insurance companies, you are talking 
about the contractors that the Federal Government uses to admin- 
ister the program and pay claims, right? 

Mr. Smith. Yes. 

Senator Collins. Thank you. 

Senator Glenn. 

Senator Glenn. Thank you very much. Madam Chairman. 

You say you got about $32 million, most of it illegal, from the 
government. How much did the government recover 

Mr. Smith. That's gross. 
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Senator Glenn. OK, I have been quickly briefed here and I un- 
derstand I should not ask that question for other reasons. Sol will 
withdraw that particular question. 

How did you get this idea to begin with? Did you know somebody 
that was doing this? 

Mr. Smith. Yes. One person sold me the business, gave me train- 
ing on billing and how to do the business. 

Senator Glenn. You bought the business, then, where they were 
doi ng the same thi ng? 

Mr. Smith. Yes. 

Senator Glenn. Are there other businesses doing this now that 
you know of? 

Mr. Smith. Yes. 

Senator Glenn. Have you told the government about these other 
people? 

Mr. Smith. Yes. 

Senator Glenn. OK. There have been a number of things talked 
about that might help this situation, such as posting a bond, hav- 
ing to provide a Social Security number, looking into previous 
criminal history, or insisting that each business file a business 
plan. Would those have prevented you from doing what you did? 

Mr. Smith. Yes. 

Senator Glenn. They probably would have? 

Mr. Smith. Yes. 

Senator Glenn. OK. You said you had several companies; I think 
you said seven at one time. Were they all registered in your name? 

Mr. Smith. No, not all of them. 

Senator Glenn. Did you have businesses that had to register 
with the State to do business? 

Mr. Smith. Yes. 

Senator Glenn. You did, OK, and when you made application, 
there was no check, then, from the State either, as well as from 
Federal authorities? 

Mr. Smith. No. 

Senator Glenn. OK. You mentioned that several doctors partici- 
pated in this. Did you have any trouble recruiting doctors? I think 
in your testimony you indicated that doctors were paid $100 for 
each form they certified, is that correct? 

Mr. Smith. Yes. Several doctors offer their service. 

Senator Glenn. They what? I am sorry. 

Ms. Nigaglioni. They offered their services. Several doctors of- 
fered their services. 

Senator Glenn. They offered; didn't even have to go recruit 
them, is that right? They were coming to you? 

Mr. Smith. Yes. 

Senator Glenn. So much for the medics in Miami, OK. No. I re- 
tract that last statement. 

Mr. Smith. Not everybody. 

Senator Glenn. I don't mean to impugn the medical 

Mr. Smith. Not everybody. 

Ms. Nigaglioni. Not everybody. 

Senator Glenn. Not everybody, OK. But you didn't have any 
trouble getting doctors to certify this, apparently. 

Mr. Smith. No. 
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Senator Glenn. Do you think if we did something just like a site 
check to see that there is an actual business at a certain address, 
would that be a major step toward helping eliminate this? 

Mr. Smith. That's correct. 

Senator Glenn. Because we have examples where people gave 
Miami Airport and fictitious buildings and laundromats and all 
sorts of places as their place of business. 

Mr. Smith. If you do a background check and ask for a bond that 
would be very important because it will be very hard to get into 
the system. 

Senator Glenn. Well, the bond idea is one that I— I am not quite 
sure I know how a bond would work because you could have a bond 
and still be just as fictitious as you were. 

Mr. Smith. No, with the bacKground check and the other meas- 
ures. 

Ms. Nigaglioni. With background check and other measures. 

Senator Glenn. Oh, background, yes, and an on-site visit to your 
business place? 

Mr. Smith. That's very important, to see what happened. That's 
very important. 

Senator Glenn. All right, but let us say that I set up a business 
and they come see my business and I have wheelchairs and I have 
all sorts of equipment there and I am running a legitimate busi- 
ness. But if I wanted to extend that l^itimate business and make 
false claims, I could have a part legitimate business and one that 
is many times over not a legitimate business. Would there be any 
problem with somebody doing that? 

Mr. Smith. No problem. 

Senator Glenn. Do you think that is being done? 

Mr. Smith. I do. 

Senator Glenn. I would think a front for something like this, 
that that would be the way a lot of this would occur, would be 
someone would have a small legitimate business and over-bill to 
the skies. And unless somebody started actually checking the ac- 
tual bills, we would never know it. 

You didn't even have the overhead of a small legitimate business. 

Mr. Smith. No. 

Senator Glenn. Well, we could go on all day here talking about 
the different parts of this thing, and I compliment you again. 
Madam Chairman. I have to leave shortly here because I have 
some Armed Services Committee things I am involved with this 
morning, and I hate to do that because this is very, very important. 
But I will try and get back a little later if I possibly can. 

Thank you. 

Senator Collins. Thank you. Senator Glenn. 

Senator Durbin. 

Senator Durbin. Mr. Smith, when did you start your business? 
When did you get the provider number, what year? 

Mr. Smith. December 1988. 

Senator Durbin. And you continued billing the Federal Govern- 
ment until when? 

Mr. Smith. Until 1992. 

Senator Durbin. So 1988 to 1992? 

Mr. Smith. Yes. 
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Senator Durbin. Now, I thought it was interesting that you 
made reference to the insurance company. Which insurance com- 
pany administered your payments? 

Mr. Smith. Blue Cross and Blue Shield. 

Senator Durbin. And I understand that there are some 70 dif- 
ferent companies like Blue Cross-Blue Shield that, in fact, have 
taken over the responsibility of paying providers like you. I think 
they contract with the Federal Government to do that, and in your 
situation your direct contact with the Federal Government— let me 
restate that. 

I am trying to determine the extent of your contact with the Fed- 
eral Government. You first contacted the department to get your 
provider number and then you worked with the insurance company 
from that point forward, is that correct? Could you explain the role 
there? 

Mr. Smith. I think the provider number is issued from the insur- 
ance company. 

Senator Durbin. The provider number came from the insurance 
company? 

Mr. Smith. Yes. 

Senator Durbin. So all of your contact— I don't want to put 
words in your mouth. Was the billing process that you used— did 
it involve Blue Cross-Blue Shield throughout the length of your 
business? 

Mr. Smith. Yes. 

Senator Durbin. It did, all right. Madam Chairman, that raises 
another interesting question here because as we privatize these 
things and create some opportunities for employment in private in- 
dustry, it clearly is important that the Federal Government, which 
ultimately pays the bill, makes certain that this surveillance takes 
place. 

One of the points that Senator Glenn raised which I think is im- 
portant was the question of site visits. It is my understand that the 
Department of Flealth and Fluman Services, in a letter they have 
just provided us, indicated the President announced site visits for 
the suppliers nationwide to stop the scam artists. And of nearly 
2,000 suppliers visited last year, one-third were either ejected or 
rejected by Medicare— a third of those who were providing health 
care services and equipment. That is an incredibly high number, 
and it really strikes me that we are just scratching the surface of 
what the problems are in this situation. 

Let me ask you, too— we have talked a lot about the senior citi- 
zens who were involved in this. Did any of them ever complain to 
you about having turned over their number and not receiving bene- 
fits or not receiving the nutrition that you were supposed to sup- 
ply? 

Mr. Smith. Many times. 

Senator Durbin. Many times? 

Mr. Smith. Yes. 

Senator Durbin. And obviously that complaint didn't create a 
problem because you kept doing business until one of your employ- 
ees basically ratted on you? 

Mr. Smith. Yes and no. The problem is the older people received 
a statement with the payment from the insurance company, and 
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when they received the statement, they read it and saw, $300, or 
$200. They said, for what? They started calling. 

Senator Durbin. So the senior citizen whose Medicare number 
you have picked up from doctors or from other sources and whose 
name is being fraudulently billed ends up getting this statement 
back from the government and calls and says, "What is this all 
about? I didn't get $600 worth of nutritional supplements." But it 
didn't result in anything. It didn't result in anybody coming to take 
a look at your business, did it? 

Mr. Smith. No. 

Senator Durbin. No? 

Mr. Smith. No. 

Senator Durbin. Well, going back to what the Chairman has said 
about this situation, it is bad enough that we have lost so many 
millions of dollars, and billions overall. But to have this exploi- 
tation of the seniors who are blowing the whistle and nobody is lis- 
tening, that is the part that really disturbs me as well. We are get- 
ting involved in that. 

I thank you very much for your testimony. You are paying a 
price for what you have done, and I hope that the fact that you 
have come forward today and this hearing will give us some mo- 
mentum to try to discourage others who are exploiting the system. 

Senator Collins. Thank you. Senator Durbin. 

Mr. Smith, I do thank you for your testimony. 

Prior to receiving testimony from our next panel of witnesses, I 
would ask that everyone remain seated while Mr. Smith exits the 
room. I will ask that any video or still-camera people please refrain 
from taking any pictures until the witness has left the room. So 
with the assistance of the marshals, please proceed. 

I also want to thank our State Department interpreter for her as- 
sistance here this morning. Thank you. 

Senator Collins. Our next panel of witnesses today includes 
people who will tell us about their experiences on the front line of 
our national effort to combat health care fraud. This panel includes 
J ohn Frazzini, a former HHS IG special agent who was detailed to 
this Subcommittee until last December and was very instrumental 
in the investigation that produced this hearing. 

Mr. Frazzini actively participated in health care fraud investiga- 
tions over the past several years as a special agent at the Office 
of I nspector General . FI e wi 1 1 descri be the fi ndi ngs and observati ons 
of the PSI investigators. I should note for the record that J ohn has 
now moved on in his law enforcement career and is now a U.S. Se- 
cret Service agent in training. 

We are also pleased to have with us this morning three witnesses 
from the Flealth and Fluman Services Office of Inspector General— 
J ohn E. Flartwig, the Deputy Inspector General for Investigations; 
Susan Frisco, a special agent assigned to the New York field office; 
and Cathy Colton, an Assistant Inspector General for Investiga- 
tions assigned to the Atlanta field office, Miami sub-office. 

All of these law enforcement professionals are truly on the front 
lines in this battle. Mr. Flartwig has been in the FI FIS Inspector 
General's office for the last 20 years and has a wealth of informa- 
tion. I n his capacity of Deputy I nspector General for I nvestigations, 
he oversees all the criminal investigations conducted by the Office 
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of Investigations. I want to compliment these witnesses and the 
other hard-working professionals in the Inspector General's office 
for their work in protecting the integrity of the Medicare program. 

Pursuant to Rule 6, all witnesses who testify before the Sub- 
committee are required to be sworn. At this time, I would ask that 
you all stand and raise your right hands. 

Do you swear that the testimony you are about to give before the 
Subcommittee will be the truth, the whole truth and nothing but 
the truth, so help you, God? 

Mr. Frazzini. I do. 

Mr. Hartwig. I do. 

Ms. Frisco. I do. 

Ms. Colton. I do. 

Senator Collins. Thank you. 

Mr. Frazzini, I am going to ask that you proceed first, and then 
we will hear from Mr. Flartwig. It is my understanding that Ms. 
Frisco and Ms. Colton do not have separate statements, but are 
available to answer any questions after we have heard from both 
of the witnesses who will be presenting oral statements. 

Mr. Frazzini, you may proceed. 

TESTIMONY OF J OHN FRAZZINI,^ FORMER INVESTIGATOR, 

SENATE PERMANENT SUBCOMMITTEE ON INVESTIGATIONS 

Mr. Frazzini. Madam Chairman and Members of the Sub- 
committee, since PSI's J une 1997 hearing on emerging fraud in 
Medicare programs, the Subcommittee has uncover^ several 
weaknesses in the procedures used to enroll Medicare providers. 
These weaknesses have allowed full-time con artists with little or 
no experience as health care providers to enter the Medicare pro- 
gram and to defraud millions of dollars from the Nation's tax- 
payers. 

In 1996, the Flealth Care Financing Administration, or FICFA, 
standardized the enrollment form when it mandated use of the 
FICFA 855 form, an application form entitled "Medicare General 
Enrollment, Flealth Care Provider/Supplier Application." Using du- 
rable medical equipment, or DME, and home health care as exam- 
ples, I want to briefly show the flow of the FICFA 855 form from 
preparation to approval. 

As these two charts show,^ the application process for DME and 
home health care applicants can be divided into four phases. As 
you can see, there is the submission part of the process, the review, 
the site visit or verification process, and the approval process, and 
those are consistent generally with both of these two industries, 
home health care and DM E . 

The focus of PSI 's investigation was on the adequacy of the third 
phase of the process, which is the verification of data provided by 
the applicants on the FICFA 855 forms. As I stated earlier, the 
FICFA 855 form standardized the Medicare enrollment process with 
respect to the manner in which information was gathered. Flow- 
ever, it did not expand or increase the verification activities related 
to the information submitted by applicants. 


iJhe prepared statement of M r. Frazzini appears in the Appendix on page 59. 

2See Exhibits 2 and 3 which appear in the Appendix on pages 71 and 72 respectively. 
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The HCFA 855 form, for example, requires that a prospective 
provider include its business location on the form. Preparation in- 
structions for the HCFA 855 form specify that this address cannot 
be a post office box or a mail drop. HCFA, however, does not en- 
sure that physical verifications are performed on a nationwide 
basis to determine whether prospective providers are using actual 
business addresses. 

PSI's investigation has revealed that many DME companies have 
used mail drops that appear on the enrollment form to be legiti- 
mate street addresses. As an example, here is a copy of one pro- 
vider's Medicare application which shows that the business location 
is 1204 Avenue U, Suite 201, in Brooklyn, New York.i Here is the 
physical location of 1204 Avenue U, Suite 201, a mail drop.^ If you 
look closely at the advertisement in the window, you can see on the 
little— the white board right in the center of the window, it states 
that there is a summer special, 12-month post office box rentals, 
$60 per year, $5 per month, one-time only. It is a great deal for 
the bad guys! 

As shown by this example, it is difficult to determine from just 
reading applications whether Medicare providers are using mail 
boxes or if the addresses are actually physical locations. This 
makes physical verification even more essential. Before I continue, 

I woulcl like to point out that this mail drop was the reported loca- 
tion of two New York companies that provided DME products and 
MRI tests. These companies submitt^ Medicare claims totaling 
$3.4 million and received payments of about $500,000. But as you 
might expect, no services were rendered in this particular case. 

PSI investigators traveled to New York and Miami to see first- 
hand the weaknesses in the enrollment process and to meet with 
special agents from HHS' Office of Inspector General, special 
agents from the FBI, Federal and State Medicare and Medicaid of- 
ficials, and two convicted felons. During the PSI visits, we photo- 
graphed several locations, like the one shown earlier where DME 
companies and other providers had operated out of mail drops and 
bogus store fronts. 

I would like to show the Subcommittee a few other locations pho- 
tographed by PSI investigators. The first photographs are the re- 
ported office location of two physicians who provided DME products 
and M Rl tests.^ As you can see, this is a launderette. As we walked 
through the door, we saw the usual washers and dryers. However, 
when we reached the back of the launderette, we found several 
mail boxes which is where the two physicians received Medicare 
payments of approximately $117,000. These two physicians billed 
Medicare for claims totaling over $690,000. But, again, like the 
other example, no products or services were ever rendered in this 
case. 

The next photograph is the reported location of a Miami health 
clinic that performed diagnostic tests. As you see, this is a Mail 
Boxes Etc.4 Medicare paid at least $300,000 for tests at this loca- 
tion, but again no tests were ever performed. 


iSee Exhibit 4a. which appears in the Appendix on page 73. 
2 See Exhibit 4b. which appears in the Appendix on page 74. 
3See Exhibit 5 which appears in the Appendix on page 75. 
“^See Exhibit 6 which appears in the Appendix on page 78. 
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The next photograph is the reported location of a Miami health 
clinic, Miami, FloridaT As you can see, this is a vacant store front. 
Medicare paid this clinic, if you want to call it that, approximately 
$2 million. But, again, like the other examples, no services or prod- 
ucts were ever rendered. 

The final photograph is the reported location of 14 Miami health 
care companies that provided DME products and services. As you 
can see, this is an airport runway.^ Medicare paid at least $6 mil- 
lion for claims submitted by these companies. But, again, like the 
other examples, no services were rendered. 

Senator Collins. Mr. Frazzini, could you please explain how an 
address was given that turns out to be a runway at the Miami 
International Airport? 

Mr. Frazzini. Yes, it is kind of magical, really. Actually, what 
happened in this particular case, as it was explained to me by the 
FI FIS special agent who was involved with the case, when he went 
out to verify the location submitted on the application form, he 
drove around, I think he told me, for about an hour or so to try 
to find the address. When he couldn't find it, he went to his map 
that he had in his car and he looked on the grid and found the 
street name. The street name existed near the airport. 

And what he did is he just— he couldn't find the actual address 
because it didn't exist on the map either. Fie just expanded the 
street to where the address would have been if it actually existed 
and he found himself at the Miami Airport. 

Senator Collins. Thank you. 

Mr. Frazzini. So the address never actually existed in the first 
place. 

So as these photographs show, had FICFA officials required site 
visits of these companies prior to issuing provider numbers, espe- 
cially in this particular case where the address didn't even exist. 
Medicare would not have paid these bogus providers $9 million, 
just by simply going out, and the airport is a classic example of 
that. 

While in Miami, PSI investigators also visited an office complex 
comprised of three buildings that are known to rent office space to 
DME suppliers. This particular office complex had housed 45 DME 
suppliers over the past 4 years. These companies billed the Medi- 
care program over $20 million during this period of time. Of these 
45 suppliers, only two had not been under revocation, suspension, 
or in violation of the supplier standards relevant to DME compa- 
nies. 

Upon physical inspection of one building, PSI investigators found 
that only one of the offices was open for business, which seemed 
strange, since it was only 3:30 in the afternoon. Posing as entre- 

E reneurs, PSI investigators questioned the one owner about his 
usiness. The owner's office was scantily furnished with a desk, fil- 
ing cabinet, and a telephone. This DME owner told us that the 
m^ical supply business is a lucrative business. Fie told us that he 
makes about $4,000 a month, but he knows of other owners who 
make approximately $20,000 a month. 


J-See Exhibit 7 which appears in the Appendix on page 79. 
2See Exhibit 8 which appears in the Appendix on page 80. 
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The owner told us that Medicare has investigated his company 
several times, three times to be exact, and because of the problems 
that come with these investigations, he is planning on expanding 
his business to Orlando and is organizing a consortium of 37 DME 
suppliers so that when one supplier is investigated by Medicare, 
the cash flow won't dry up. PSI investigators found that this par- 
ticular provider had submitted Medicare claims for $500,000 and 
was paid approximately $200,000 for DME supplies. 

In conversations with Medicare investigators in Miami, setups 
such as the one used by this particular supplier are very common 
amongst fraudulent DME suppliers. These investigators told us 
that they found hundreds of DME companies that were nothing but 
mail drops, grimy auto shops, or empty warehouses. 

For example, one office had a lady sitting in a room with four 
desks. Each desk represented a different company. There was a 
telephone on each desk, along with a different script for the lady 
to read when answering telephone calls for the several different 
companies that were housed in the office. 

Throughout PSI's investigation, the common theme among the 
health care experts was that the government must do a better job 
preventing these con artists from obtaining Medicare provider 
numbers or law enforcement officials will not be able to weed out 
the unscrupulous providers fast enough. 

That concludes my testimony and I would be glad to answer any 
questions that the Subcommittee may have. 

Senator Collins. Thank you, Mr. Frazzini. 

Before we turn to questions, I want to hear Mr. Flartwig's testi- 
mony and then we will question the whole panel. 

Mr. Flartwig, please proceed, and welcome. 

TESTIMONY OF J OHN E. HARTWIG.i DEPUTY INSPECTOR GEN- 
ERAL FOR INVESTIGATIONS, OFFICE OF THE INSPECTOR 
GENERAL, DEPARTMENT OF HEALTH AND HUMAN SERV- 
ICES, ACCOMPANIED BY SUSAN FRISCO, SPECIAL AGENT, 
NEW YORK FIELD OFFICE, DEPARTMENT OF HEALTH AND 
HUMAN SERVICES, AND CATHY COLTON, ASSISTANT RE- 
GIONAL INSPECTOR GENERAL FOR INVESTIGATIONS, 
MIAMI, FLORIDA, SATELLITE OFFICE, DEPARTMENT OF 
HEALTH AND HUMAN SERVICES 

Mr. FiARTWiG. Thank you. Good morning. We are pieased to ap- 
pear before you today to describe our experiences with high-risk in- 
dividuais who have gained access into the Medicare program. 

i beiieve the appropriate descriptors of today's heaith care crimes 
are compiexity, high doiiar amount, and sophistication. Currentiy, 
the program outiays exceed $200 biiiion and muiti pie-subject cases 
are common pi ace. We see mi ii ions of doiiars stoien in a singie 
scheme, and with today's technoiogy, frauduient providers can biii 
the system eiectronicaiiy, make quick hits for iarge amounts of 
money, and move on before they can be detected. 

Toclay's criminais know where the Medicare radar is and how to 
fiy under it. Let me eiaborate briefiy. Today's heaith care providers 
are typicaiiy highiy networked through parent companies and sub- 


iJhe prepared statement of M r. Hartwig appears in the Appendix on page 62. 
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sidiaries with branches all over the country. Where we used to 
have fraud by a single provider affecting billings in only one or two 
States, it is now common to find billings by provider groups flowing 
through 30 or 40 States. 

Something that may appear on the surface to be a local scam can 
unfold into a complex, organized fraud with systematic and some- 
times nationwide implications. We sometimes find fairly complex 
operators who can perpetrate their scheme quickly in an area, close 
down, and move on to a new locale to evade detection. 

When the 01 G audited a statistical sample of Medicare's $168.6 
billion in fee-for-service benefit payments reported for fiscal year 
1996, we projected a mid-point figure of $23.2 billion that was paid 
improperly. Our auditors did not set out to quantify how much of 
that could be fraud, but our sense is that some of the improper 
payments more than likely were in the realm of intentional mis- 
representation. 

An entitlement program that has grown to huge proportions. 
Medicare provides criminals with a large target. Years ago, Willie 
Sutton said he robbed banks because that is where the money is. 
Today, Medicare is where the money is, and today's Willie Buttons 
are lined up to get what they can. That is why sound program 
oversight by HCFA and aggressive, well -organ! zed law enforcement 
are necessary. 

Medicare has 38 million beneficiaries, processes and pays 800 
million claims annually, contains complex rules, and has a decen- 
tralized operation. The Medicare computer system accomplishes its 
missions of paying claims quickly, but sometimes fails to detect 
conditions indicative of fraud. The Medicare program was built on 
a system of trust, trust that medically necessary services, equip- 
ment and supplies would be provided appropriately to those who 
are entitled to them, and that claims for reimbursement would fair- 
ly reflect whatever was provided. 

This hearing deals with the extreme end of the health care scale; 
that is, those individuals who single-handedly or as part of a con- 
spiracy set out to rob the Medicare program while providing little, 
if any, services to beneficiaries. We are talking about people who 
should never have been allowed to participate in the program and 
how to keep others like them out. Unfortunately, even a small 
number of bad individuals can wreak enormous damage on the pro- 
gram. 

We found that some benefit categories are more vulnerable than 
others to participation by criminal elements. For example, the du- 
rable medical equipment supply industry has been a high-risk pro- 
vider group for years. In 1995— and Senator Durbin had mentioned 
Operation Restore Trust— we initiated Operation Restore Trust as 
a Department initiative which targeted Medicaid and Medicare 
fraud and abuse, and one of the targets of that operation was dura- 
ble medical equipment. 

Although some major improvements have been made in FICFA's 
management of the benefit, DME continues to be fraud-prone and 
a major concern. Medicare paid more than $6 billion in 1997 for 
medical equipment and supplies. Despite current safeguards, 
FICFA has reported that in a sample of 36 new DME applicants in 
Miami, Florida, 32 were not bona fide businesses. 
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Our office recently sampled suppliers and applicants for DME in 
12 large metropolitan areas. We found that 1 out of 14 current sup- 
pliers and 1 out of every nine new applicants did not have a phys- 
ical address. A physical address is r^uired for suppliers because 
it allows beneficiaries a place where they can reach suppliers about 
DME needs and problems. Also, a physical address provides a place 
where beneficiary and financial records should be kept for over- 
sight purposes. 

We found that businesses had closed, had questionable presence 
at the address to begin with. Some addresses, as you have seen, 
are mail drop locations or non-existent at all, a classic example cer- 
tainly being where you are on a runway of Miami Airport, not a 
place where I would want to set up business. 

Problems with physical addresses such as we have described 
often indicate potentially non-legitimate businesses. A classic ex- 
ample is a case we uncovered in the Miami, Florida, area. The 
Miami investigation began in 1994 when a private citizen in Miami 
forwarded to us dozens of Medicare explanation of medical benefit 
forms which she had mistakenly received in the mail. The forms 
showed that multiple beneficiaries were each provided liquid nutri- 
tion by six different DME companies. All of the companies billing 
were paid by Medicare for supplies and services supposedly pro- 
vided. 

We and the FBI initiated an investigation, contacting the bene- 
ficiaries. All denied receiving services. We then visited several of 
the business addresses which these companies reported to Medi- 
care and found that none had an actual office or business location. 
Instead, all were located at mail drop boxes. Through the use of 
interviews, surveillance, and other investigative techniques, we 
found that what we initially believed to be six or so fraudulent 
companies operating independently were instead part of a larger 
crime ring that defrauded the Medicare program of over $6 million. 

The ring leader in this operation was Ulisses Martinez, who lived 
in the Miami area. We found that Martinez had entered the United 
States illegally some years before through use of a forged Panama- 
nian passport. In 1992, Martinez and some of his associates began 
buying the names and Medicare numbers of beneficiaries which 
would provide the fuel for his scheme. 

Fie purchased most of the names and numbers from two different 
sources. The first was from secretaries in doctors' offices who had 
easy access to patient information and physicians' Medicare billing 
numbers; and, second, from recruiters. As we have heard, recruit- 
ers are persons who canvass nursing homes, adult living facilities, 
and private neighborhoods for the sole purpose of finding Medicare 
beneficiaries. 

In exchange for the beneficiaries' names and addresses and 
Medicare numbers, the recruiter typically offers free groceries, free 
rides to visit friends or relatives, or even cash. Martinez paid his 
recruiters $100 per name and Medicare number, and knew he 
could make his money back 100-fold from the Medicare program. 
Martinez sought out other persons to help him run his fraudulent 
Medicare business and thereby provide a layer of fall guys, in case 
the scheme was uncovered by law enforcement. 
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Ultimately, we found 18 fraudulent health care companies linked 
directly to Martinez, all of which followed a pattern of using simi- 
lar mail drop locations, billing for services not rendered, and front- 
ed by third parties, while Martinez controlled the fraudulent pro- 
ceeds. We uncovered that Martinez purchased 8 properties in 
Miami, using $1.2 million in funds he fraudulently obtained from 
the Medicare program, and we have today pictures of two of those 
properties.! 

We were able to successfully locate and prosecute nine conspira- 
tors for their part in helping Martinez run his DME companies. 
Eight of the conspirators pled guilty to Medicare fraud charges; a 
ninth chose a trial by jury. During the trial, the man confidently 
passed out cigars labeled "compliments of Ulisses Martinez" in the 
Federal courtroom during his trial. Despite his generosity, he was 
convicted on all counts. 

As of this date, Martinez is a fugitive. Martinez is an example 
of a criminal who gained access to Medicare and billed the system 
without any intention of actually providing any services, equip- 
ment, supplies for which he billed. 

We have investigated a similar case in New York. This time, the 
investigation began with beneficiary complaints to the Medicare 
carrier that Medicare was being billed for orthotic supplies the 
beneficiaries never received. The complaint centered on five dura- 
ble medical equipment supply companies that all proved to be non- 
existent. 

In expanding our review, we found that Russian criminal ele- 
ments were billing Medicare under the provider numbers of totally 
fictitious or inactive companies for supplies and services that were 
never actually provided. Within a year, our investigation revealed 
20 provider numbers that were involved in the billing scheme. 
None of the provider numbers were representative of a legitimate 
company that was actually or actively in the business of providing 
services. In addition to orthotic supplies, the Medicare program 
was billed for magnetic resonance imaging services and ear im- 
plants. 

Our investigation of the activities behind the numbers revealed 
another common scenario by the perpetrators. They used front peo- 
ple in the Medicare provider application process, obtained inactive 
provider numbers and used them to bill the program, and used 
mail box drop locations to receive payments for services never ren- 
dered. These provider numbers were used to bill the Medicare pro- 
gram for millions of dollars in fraudulent claims. 

After interviewing beneficiaries, our agent conducted interviews 
with mail box rental establishments and confirmed that several 
mail box drops were being opened by the same individual using five 
different Russian passports. Our interviews with bank officials re- 
vealed that the same individual renting the mail boxes also was 
opening bank accounts. The cooperation of the banks and the mail 
box store owners in this investigation was invaluable. 

A bank employee recognized the man when he attempted to with- 
draw $35,000. The individual was arrested. We were able to have 
the carrier stop payment on checks totaling $325,000. The true 


J-See Exhibit 9 which appears in the Appendix on page 81. 
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identity of this individual was only revealed through fingerprint 
analysis. The man, Yury Bizayko, was recently sentenced to 30 
months' imprisonment and was ordered to pay restitution in excess 
of $1.5 million. A second individual in this investigation has also 
pled guilty. 

I want to take time to emphasize here that the Medicare carriers 
did a good job in setting up controls and limiting losses during the 
investigation. Although over $27 million was billed under this 
scheme, a little over $1.5 million was actually paid out. This inves- 
tigation is continuing today. Other subjects are currently under in- 
vestigation, and we have found new fictitious companies are being 
incorporated in other States and that the criminal interests in this 
investigation are finding new ways to game the system. 

In conclusion, we firmly believe that the criminal elements in 
health care fraud are not isolated to schemes discussed in my testi- 
mony. Unfortunately, for true criminals, the only effective safe- 
guards are tough-minded prevention measures and a strong law 
enforcement presence with equally tough penalties. 

This concludes my testimony and my colleagues and I welcome 
your questions. 

Senator Collins. Thank you very much, Mr. Hartwig. 

Mr. Frazzini, I first want to welcome you back to the Sub- 
committee. We really enjoyed having you work with us last year on 
this investigation. 

I want to go back to the issue of where PSI did site visits itself, 
and you mentioned that in doing one site visit, you found that the 
Medicare provider's address, or physical location, turned out to be 
a launderette and another was a Mail Boxes Etc. location. This 
suggests to me that on-site visits are a very cost-effective and rel- 
atively easy way of preventing a great deal of fraud from occurring. 
Is that your impression? Was it difficult to conduct these site visits, 
or costly to conduct them? 

Mr. Frazzini. First of all, glad to be back and it was a pleasure 
working here last year. 

To get to your question, the answer is it was very inexpensive 
and it took us a rather limited amount of time. I think we trav- 
eled— an FI FIS investigator, an agent from the New York field of- 
fice, myself, and another PSI investigator went to approximately 
five or six of these locations, these two being two of the ones that 
we visited. And I think it took us approximately 45 minutes, tops, 
to do that, to come up with this type of information. 

So the investigative techniques that we employed to unravel this 
type of scenario was really rather limited. We really didn't have to 
do much at all and it didn't take us any time, and it wouldn't have 
taken us more than a few dollars in gas, I think, to get over to 
Brooklyn and back. 

Senator Collins. A pretty straightforward way to prevent mil- 
lions of dollars of fraud if, in fact, site visits had been conducted 
up front before the Medicare provider number was given to people 
who could then start billing, is that correct? 

Mr. Frazzini. Certainly, and in these particular cases, as you can 
see, there is a high dollar amount associated with these addresses. 

Senator Collins. Would you agree with that, Mr. Flartwig, that 
on-site visits, which I understand are being expanded, would have 
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prevented a lot of this very blatant fraud where there are no serv- 
ices being provided at all? 

Mr. Hartwig. It would have prevented much of it and at least 
made it more difficult to carry out. 

Senator Collins. I would like to ask all four of you the same 
question, and that is, is this a growing trend, a new kind of fraud 
where we have completely bogus businesses coming into the Medi- 
care system? 

It seems to me that traditionally we always thought of health 
care fraud as being a case where an otherwise legitimate provider 
of medical services was over-billing the government. And, clearly, 
that is deplorable, but it seems to me we are into a whole different 
kind of fraud that is much more serious because no services are 
being provided at all. 

I will start with you, Ms. Colton. Would you agree this is a grow- 
ing trend? 

Ms. Colton. Yes, I would, and the reason that I would say that 
is because what we have found is that it is not just in the DME 
area that this is occurring in. Now, what we see is that it is ex- 
panded into the home health agency where they bill for home 
health visits that have never occurred. We have seen it expanding 
into community mental health centers where they are billing for ei- 
ther group or individual therapy that has never been provided, as 
well as we have also seen medical centers where they have billed 
for diagnostic tests which have never been rendered. 

Senator Collins. Ms. Frisco. 

Ms. Frisco. In the 2 years that I have been with the agency, I 
have noticed that more and more individuals are getting into the 
program that have really no right to be there. I also see that greed 
has really played a large role in my investigation, and the individ- 
uals that I have been in contact with during this investigation have 
not been in any way deterred by the criminal prosecutions that 
have taken place so far. 

Senator Collins. Thank you. 

Mr. Flartwig. 

Mr. FIartwig. I have been investigating health care fraud for al- 
most a quarter of a century and I have seen a great change in the 
type of schemes that are out there. And it started, as you said. 
Madam Chairman, with individual providers who were in the pro- 
gram and just went bad. Twenty years ago. Medicare was a $22 bil- 
lion program, and over the years I have seen a great increase in 
people who just target the program to steal from it. It is not a re- 
cent occurrence, but it is certainly one that has been growing as 
individuals have adjusted to the Medicare radar, have learned the 
system, and have understood that you can send in claims and get 
paid. We see more and more individuals, organized criminal rings, 
that set up for the sole purpose of defrauding the Medicare pro- 
gram out of millions of dollars. 

Senator Collins. Your observations are very consistent with our 
first witness today, who described Medicare as a gold mine and 
said it was relatively risk-free— if he hadn't been turned in by one 
of his employees, he would still be billing falsely today— ancf that 
it was a lot easier than the other illegal activities he has been in- 
volved in over his lifetime. 
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Mr. Frazzini, you talked to law enforcement investigators in sev- 
eral parts of the country. Do they see this as a growing trend? 

Mr. Frazzini. Yes, they do. We met with members of the FBI in 
New York, as well as FI FIS investigators in New York, FI FIS inves- 
tigators in Miami, and the underlying consensus was that there are 
individuals getting involved in health care fraud with no back- 
ground in providing health care services. 

But one of the things that seemed to be reoccurring was the fact 
that a lot of these individuals were involved in certain types of 
criminal activity. So they weren't just a guy who is working on the 
street corner. I mean, these are people that know how to commit 
crimes. 

Senator Collins. They are people who are already engaged in 
criminal activity? 

Mr. Frazzini. Other criminal activity, sure, and that really has 
escalated the danger level for conducting this type of investigation. 
That is one of the things that I think was consistent throughout 
what I found throughout this investigation, in speaking to other 
agents. So, yes, law enforcement in the places we went to certainly 
would agree with Mr. Flartwig's statements. 

Senator Collins. Thank you. 

Ms. Frisco, in the testimony that you provided for our hearing 
record, you talked about how certain Russian co-conspirators had 
defrauded Medicare of millions of dollars with what appeared to me 
to be a truly egregious scheme of creating 20 different fictitious 
DME and MRI companies. Could you just briefly describe for the 
Subcommittee how the scheme worked? 

Ms. Frisco. The scheme initially started with five DME compa- 
nies that billed for orthotic supplies, and they initially were billing 
the DME regional carriers. Once they were detected by those car- 
riers, they adjusted their scheme to bill the local carriers for MRI 
services that were never rendered. Once the local carriers began to 
detect those companies, thw moved on to bill for ear implants. So 
I guess the bottom line is they have always adjusted their scheme 
throughout the entire investigation to avoid detection. 

Senator Collins. Ms. Colton, you also described in your written 
submission another outrageous example of outright fraud. Could 
you explain to us what one of your investigations uncovered? 

Ms. Colton. Certainly. What we found was that Ulisses Mar- 
tinez conspired with friends and relatives to have them apply for 
the provider number, as well as open up mail box drops which were 
allegedly where the companies were located. And then he, in turn, 
had those individuals also open up the bank accounts, so that he 
would use a billing service to bill for the products that he was al- 
legedly supplying. The payments for those claims would then be de- 
livered to the mail boxes. Then those Medicare payments would be 
picked up and deposited into the bank accounts, all done without 
his name appearing on any of the documents. That is how he was 
able to insulate himself from the system identifying him as owning 
or truly controlling these 18 different companies. 

Senator Collins. Flow was this illegal scam uncovered? What 
brought it to your attention? 

Ms. Colton. A private individual received a number of EOMB's, 
explanation of m^ical benefits, at his residence, and he turned 
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them over to us. And what we noticed and identified was that there 
was approximately 20 EOMB's, and each had different bene- 
ficiaries' names. There was the commonality of six DME companies 
that were listed as the providing companies on the EOMB's. 

Senator Collins. So in this case, but for an alert senior citizen 
who received all these explanations of benefits that didn't make 
sense and contacted your office, this fraud might never have been 
uncovered? 

Ms. Colton. That's correct. The system did what the system is 
designed to do, which is to pay claims when they are completed 
properly. And in this case, those claims were completed properly. 
Therefore, a Medicare check was cut. 

Senator Collins. Ms. Frisco, what about the case you described? 
How was that uncovered? 

Ms. Frisco. The case came to my office as a result of bene- 
ficiaries making complaints to the local carrier stating that they 
didn't receive the services that were billed under their number. 

Senator Collins. Mr. Hartwig, you do have almost a quarter of 
a century of experience in investigating and pursuing health care 
fraud. What should we be doing? How can we stop this? How can 
we curb the ease with which criminals are now getting into the sys- 
tem? What would you recommend to us? 

Mr. Hartwig. Well, there are a few things. First of all, you can 
curb the ease with which criminals can get into the system, such 
as with the use of site visits and surety bonds, which were pre- 
viously mentioned. Our office has recommended charging applica- 
tion fees for a Medicare provider numbers so that the program can 
take some steps to investigate whether the applicant is a good pro- 
vider or not. So I think we can make some giant strides in just 
stopping them from getting into the program in the first place. 
These activities are a good way of accomplishing this. 

I think we can do a better job of program payment safeguards 
by looking at the claims that are coming in and making sure that 
the program is paying claims that should reasonably be paid. From 
a law enforcement perspective, I think the program could do a bet- 
ter job of pricing. That is a difficult issue, but I think some of the 
basic problems with the program are some of these services are 
over-priced and somewhat ill-defined, if you understand that we 
pay large amounts of money for these ill-defined services. And then 
the last part, for some of these people, the only deterrence that 
many of them understand is very effective and very aggressive 
prosecution. 

Senator Collins. I am going to yield to Senator Durbin for some 
questions. I do have additional questions for you. 

Senator Durbin. 

Senator Durbin. Thank you. Senator Collins. 

Could you put two charts back up again, Mr. Frazzini, that talk 
about the application process for DME providers, as well as for the 
home health providers? i 

Mr. Frazzini. Certainly. 

Senator Durbin. I would like to ask you a question or two. First, 
thank you for coming, and thanks to the entire panel. 


J-See Exhibits 2 and 3 which appears in the Appendix on pages 71 and 72 respectiveiy. 
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But as these charts are brought back up here, I am trying to un- 
derstand this process a little better. What I gather is that when it 
comes to the home health care that there are two agencies involved 
in establishing whether or not someone will be an approved pro- 
vider— the State agency, which might be in my State, for example, 
the Illinois Department of Public Health or Department of Public 
Aid, which determines whether or not someone who wants to pro- 
vide home health care is, in fact, certified to do so, and then the 
so-called fiscal intermediary. 

Now, in that case, for example, would that be this NSC? Is that 
the fiscal intermediary for home health providers? 

Mr. Frazzini. What the NSC is— the National Supplier Clearing- 
house relates to durable medical equipment suppliers. 

Senator Durbin. I see. 

Mr. Frazzini. And that is something separate and different than 
the home health care process. 

Senator Durbin. So home health under Part A, I suppose, goes 
through some other one of 70 different agencies that review these? 

Mr. Frazzini. Yes. It is less than 

Senator Durbin. Private companies? 

Mr. Frazzini. Yes, the contractors. That's correct. I am not sure 
if it is 70, but that's correct. 

Senator Durbin. OK, so when you are a home health provider, 
or desire to be one, you apply to the Federal Government to get on 
this train. You are at least going to have to pass through two re- 
views before that happens, the State agency as well as the fiscal 
intermediary? 

Mr. Frazzini. Well, that's essentially correct, although the fiscal 
intermediary— from my understanding, it is more of a paper review 
as opposed to an on-site review. 

Senator Durbin. Now, let us take a look at the DME provider. 
In that case, we are talking about the National Supplier Clearing- 
house, which is part of Palmetto Government Benefits Administra- 
tors in Columbia, South Carolina? 

Mr. Frazzini. Blue Cross and Blue Shield of South Carolina, cor- 
rect. 

Senator Durbin. OK. Am I correct that this company was con- 
tracted with in 1993? Was that when they started their responsibil- 
ities? 

Mr. Frazzini. Well, Blue Cross and Blue Shield of South Caro- 
lina, I think, has been a contractor with the government for several 
years. I am not sure on the specific date. I know the National Sup- 
plier Clearinghouse— it is my understanding it was either 1992 or 
1993 that they started with a more uniform system which is now 
known as the National Supplier Clearinghouse, and Blue Cross and 
Blue Shield of South Carolina was awarded that contract. 

Senator Durbin. So before the contract was awarded, how were 
these DME providers reviewed? 

Mr. Frazzini. As far as on-site visits, they weren't. 

Senator Durbin. Was there any other type of review? 

Mr. Frazzini. I n speaking with a couple National Supplier Clear- 
inghouse investigators, I asked that exact question, what was done 
prior to then, and they said other than submitting an application 
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and possibly doing some paper checks to make sure the i's are dot- 
ted and the t's are crossed on the application, nothing was done. 

Senator Durbin. OK. Mr. Hartwig, you and Ms. Frisco and Ms. 
Colton, I take it, are all Federal employees, is that correct? 

Mr. FIartwig. Yes. 

Senator Durbin. Flow many people are working in the Federal 
Government in your area of work reviewing for Medicare fraud? 
Flow many Federal employees are involved in that? 

Mr. FIartwig. The Office of I nspector General now has somewhat 
over 1,000, of which about 300 are in the law enforcement area. 
You would also have to include here that the FBI has made a 
greater, increased effort in health care fraud over the last few 
years, as well as the Department of J ustice, and the Kennedy- 
Kassebaum legislation that was passed. I thank the Members of 
Congress for passing it. 

Senator Durbin. We weren't here, but we sure liked it. I voted 
for it in the Flouse. 

Mr. FIartwig. I thank you for not repealing it, then, I guess. 

Senator Collins. I endorsed it. 

Senator Durbin. Good. 

Mr. FIartwig. It certainly has gone a long way in increasing the 
resources available to go out, detect, and chase these criminals. I 
think the Flealth Care Financing Administration has some funding 
under that as well. 

Senator Durbin. Now, let me ask you this. Since you have been 
in this field for 25 years, you have seen a lot of changes, I am sure, 
but this decision in 1992 or 1993 to create this National Supplier 
Clearinghouse— was that ostensibly to contract out part of this re- 
sponsi bility? 

Mr. FIartwig. The problem of issuing provider numbers has been 
an issue that has been around for a long time, and is one that the 
Inspector General's office and FICFA have worked closely on. I be- 
lieve at one time, provider numbers were issued by individual car- 
riers throughout the country. So a DME supplier in New York 
would apply to the Medicare contractors in that area. 

Given our experience with durable medical equipment especially 
over the years, there was an effort made to control the issuing of 
DME supplier numbers. The Flealth Care Financing Administra- 
tion then went to four regional DME contractors that handle all 
the DME claims in the United States, and, with that, they com- 
bined the issuance of DME provider numbers to one contractor, 
where in the past a DME company could get a number from any 
carrier. That system was put into place to centralize that provider 
number issuance. 

Senator Durbin. So they centralized it in an effort to try to re- 
duce the fraud and they contracted out with this National Supplier 
Clearinghouse, asking them to issue the numbers, and I suppose at 
some point to review and approve the applications. Is that correct? 

Mr. FIartwig. Yes, I believe so. 

Senator Durbin. Flow much money does the Federal Government 
pay the National Supplier Clearinghouse? 

Mr. FIartwig. I have no— I am sorry. I don't know. FICFA actu- 
ally contracts with the National Supplier Clearinghouse and I am 
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unfamiliar with the actual amount of money that they would re- 
ceive. 

Senator Durbin. Do you know how many analysts they have 
working on these applications? 

Mr. Frazzini. What I do know— this might get to your question. 

I know as of last year, they only had one investigator to do on-site 
visits, a field investigator who is stationed in Miami. 

Senator Durbin. One investigator for on-site visits nationwide? 

Mr. Frazzini. For the whole country, yes, sir. 

Senator Durbin. And how many applications would the National 
Supplier Clearinghouse receive in a year? 

Mr. Frazzini. I am not exactly sure on the exact number, but it 
is several thousand, I think. 

Senator Durbin. The number I have is 16,000. 

Mr. Frazzini. Yes, that would be consistent with what you have 
been talking about. I can say that the National Supplier Clearing- 
house is starting to contract out with 

Senator Durbin. Choice Point. 

Mr. Frazzini [continuing]. Choice Point, whereas they are start- 
ing to delegate through a contract the responsibility of on-site vis- 
its. But, again, that is something that has only occurred within the 
last 6 months or so. 

Senator Durbin. I don't know. Mr. Flartwig, maybe you could 
add something. 

Mr. FIartwig. I was just going to add that I think there are 
about 118,000 DME provider numbers throughout the United 
States issued by the National Supplier Clearinghouse. I think I 
read a statistic where 18,000 of those are denied each year. 

Senator Durbin. That is a little different than what I have. Flere 
is what I have been told, and I don't know if this is accurate or 
not, but 16,000 applications a year for new DME provider numbers 
go through this National Supplier Clearinghouse. A year ago, they 
had 19 analysts, people who looked at these applications. That is 
about 800 per person. I don't know how you can do much of a re- 
view. You certainly can't do an on-site visit. 

I now understand that the number is up to 40, so you have 400 
applications per employee, per year, going through this National 
Supplier Clearinghouse. It would be physically impossible to do 
even a fraction of those numbers in terms of site visits. And yet we 
are paying this company, are we not, to do just that, to review 
these applications? And they have some criteria, do they not, that 
these applicants are supposai to meet before they are given a num- 
ber? 

Mr. FIartwig. Yes. I believe there are 11 criteria that a DME 
company is supposed to meet before they are allowed in the Medi- 
care program. 

Senator Durbin. Flow could this be physically possible for them 
to even— let us assume you are one employee and you are working 
250 days a year. You have 400 applications coming in for you to 
analyze each year. So each day, you have to do 1.5 applications, 
roughly. You have to establish 11 different criteria. It is impossible 
to consider a site visit, let alone go through each of the applications 
and make sure that the standards are met. 
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Mr. Hartwig. Our office, the 01 G, has a number of reviews and 
we have pointed out some of these similar problems. That is why 
we have aggressively called for site visits and surety bond require- 
ments, just as a way of trying to stop abuse. We have talked about 
requiring providers to supply Social Security numbers or EIN'sjust 
as a way of stopping the problem. But I think on-site inspection of 
these providers is absolutely necessary. 

Senator Durbin. Last year, 1997, 16,184 DME applications to 
the National Supplier Clearinghouse, site visits for 282, 1.7 per- 
cent. And we are paying these people to review these applications. 

I can't imagine what they are doing, other than just entering infor- 
mation into some computer database and issuing numbers. It 
doesn't strike me that we are getting our money's worth, whatever 
we are paying them, and I hope that one of our follow-up hearings 
will bring people in from the National Supplier Clearinghouse to 
answer some of these questions directly. 

Let me ask you this question. In some States— I llinois is one of 
them— the durable medical equipment providers are licensed. Is 
there any indication that there is less fraud in those States than 
in others? 

Mr. Hartwig. I am not aware that there is less DME fraud in 
I llinois than 

Senator Durbin. We certainly have our problems, but I just won- 
dered, in the scheme of things, whether State licensure adds any- 
thing to this. 

Mr. Hartwig. I think any licensing, any checks, will add to the 
controls in the program. Any area— we have generally found, where 
a State has an aggressive licensing system, it will generally stop 
these kinds of fraudulent providers from entering. I will also say, 
in 25 years, we also understand how the criminal element can 
study the system and circumvent the system. 

Senator Durbin. We have a hot case in I llinois— many of them— 
involving a fellow and the question of whether or not $28 million 
in assets are subject to forfeiture. Is this common for us to demand 
forfeiture if, in fact, people are found guilty, so that Mr. Smith's 
luxury cars and the other things become the property of the Fed- 
eral Government? 

Mr. Hartwig. We are trying to make it more common, and the 
Kennedy-Kassebaum legislation added some criminal forfeiture 
proceedings in health care fraud that we certainly look at as a de- 
terrent. Where we can take the money back from an individual and 
can seize property, we think that that has a very visible deterrence 
to other people that want to cheat. 

Senator Durbin. I would like to ask Ms. Frisco or Ms. Colton 
and, in fact, anyone on the panel, but to them in particular, what 
kind of incentives are there for whistleblowers? 

Let us start with the basics. I am a senior citizen who just got 
a bill from Mr. Smith's company saying he provided me $600 in 
services or $600 in equipment. I never heard of him, I didn't get 
anything, so I get on the hotline and call. Let us assume I do that. 
What kind of reward is in the process for me if, in fact, Mr. Smith 
is ultimately prosecuted? 

Ms. Frisco. I don't personally know the answer to that. 
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Senator Durbin. Do you know? Other than satisfaction in know- 
ing that I have stopped somebody from cheating the government, 
is there anything in this for me? Can I get $1,000, or more, or 
something? 

Ms. Colton. There is the ability to file a qui tarn suit, which is 
different than what you have indicated, which would be to contact 
the hotline and report, although I would 

Senator Durbin. Excuse me. That is an action in Federal court, 
is it not, or at least Federal agencies 

Ms. Colton. Correct. 

Senator Durbin [continuing]. That few senior citizens are likely 
to want to get involved in, correct? 

Mr. FIartwig. In the Flealth Insurance Portability and Account- 
ability Act, the Kennedy-Kassebaum legislation, there is a section 
that allows the Department to pay ben^iciaries a reward for turn- 
ing in not just criminal providers, but where there is an overpay- 
ment. There is a section that does allow the government the flexi- 
bility to pay a beneficiary for reporting. 

Senator Durbin. Do you know how frequently that happens, how 
frequently we have paid people for 

Mr. FIartwig. I don't know that we have paid anyone under that 
provision. I don't know if that has actually been implemented as 
I sit here today, but there is a provision that would allow that to 
happen. 

Senator Durbin. Well, I will tell you something. If we are talking 
about $20 or $30 billion being wasted in this program each year, 
one of the things that I would like to suggest is that we really cre- 
ate a whistleblower opportunity here so that not only senior citi- 
zens, but people working in medical offices for doctors who are ped- 
dling Medicare identification numbers and all the others who 
would come into this system would know that a phone call might 
end up in a reward if, in fact, they have uncovered serious M Ci- 
cero fraud. 

I don't know if that sounds like a reasonable suggestion from 
where you are sitting, but it sounds to me like in the two cases you 
have described, someone stepping forward and talking about it 
made all the difference in the world and that may be what we need 
in this system to let folks know that people are watching to make 
sure they are obeying the law. 

The second thing that comes up is this whole question about an 
application fee. Is there no application fee now for a person to re- 
ceive a provider number? 

Mr. FIartwig. I don't believe there is. 

Senator Durbin. Free, for nothing? 

Mr. FIartwig. Yes. 

Senator Durbin. That is great. And so assuming for a minute 
that the National Supplier Clearinghouse is doing something for 
what they are being paid, the question is whether we ought to be 
charging the providers an application fee that would cover on-site 
visits, someone actually going through the application, and 
maybe— and here is a wild suggestion— a follow-up on-site visit, 
something like that in the course of a year to see if they are still 
there or whether, in fact, we have washers and dryers tumbling in- 
stead of wheelchairs being 
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Mr. Frazzini. On-site visits, I think, are essential, and I think 
the fees asscxiated with them are— I cannot see any reason why 
you wouldn't do that. An analogy that keeps up throughout this in- 
vestigation is the one of licensing somebody to fly in this country. 
It costs you a lot of money to get your license to fly a plane. Yet, 
you can go in and start taking care of elderly people in this country 
without paying a dime. The obvious purpose is to protect the well- 
being of others by having a pilot licensed. Why don't you do it for 
home health care, regardless of the fraud perspective? 

Senator Durbin. Well, if the on-site visits result in a third of 
them being ejected, it strikes me that it is money well spent, and 
if these people making the application paid for the actual on-site 
visit, it is a good thing for the taxpayers and the elderly people. 

Thank you. Madam Chair. 

Senator Collins. Thank you. Senator Durbin. 

Mr. Hartwig, I want to go back to the issue of the on-site visits. 

I notice that the Inspector General put out a December report urg- 
ing on-site visits, but is this an issue that the Inspector General's 
office has been urging for some time that HCFA conduct on-site 
visits or is it only lately that you have come to the conclusion that 
these need to be done? 

Mr. FIartwig. We have been studying the provider enrollment 
process for a long time. I think the actual recommendations for on- 
site inspections has been a recent one. I don't know when we first 
proposed it. And, actually, the recommendation came to light as we 
conducted some of the recent investigations that you have heard 
about today where we find totally fictitious addresses. 

Senator Collins. And this reflects my conclusion that this is a 
new and insidious kind of fraud because it isn't a legitimate pro- 
vider involved. It is a totally bogus business, is that correct? 

Mr. FIartwig. It is clearly the targeting of the health care pro- 
gram solely for greed and solely to steal from it. We find out that 
the foundation of the program is the ability to obtain provider 
numbers, making it much more difficult to investigate. We have 
had cases where once we identify a provider as being aberrant— 
and I think Special Agent Frisco mentioned that— the company 
then shuts down. They just take another provider number. Then 
we have to go track them down again. 

One of the difficulties in the New York case was that we didn't 
even know the real name of the individual doing it. We had to ac- 
tually arrest him and get his fingerprints before we could actually 
find out who, in reality, he was. 

Senator Collins. Mr. Frazzini, Senator Durbin raised the issue 
of whether the National Clearinghouse is doing enough, and clearly 
it looks like there needs to be more resources and more emphasis 
on fraud prevention. But, ultimately, the responsibility for this pro- 
gram is FICFA's. Is FICFA doing enough, the Flealth Care Financ- 
ing Administration, in requiring its contractors to make fraud pre- 
vention a priority? 

Mr. Frazzini. The frank answer to that is, no, I don't think so. 
If they were doing their job, then why do we have the problem that 
we have right now? From my perspective, it is their responsibility 
to assure that things that we are talking about here today don't 
exist. Yet, they exist, so who is looking over this money? 
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Senator Collins. Ultimately, it is the Federal Government that 
is responsible for preventing this fraud, whether Federal employees 
are doing it directly or carrying out the functions directly, or 
whether the function is being contracted out. 

Mr. Frazzini. Yes. I think blaming the insurance companies or 
the contractors is looking at the wrong place. I mean, they have a 
contract to do business with the government and they are doing 
what the government tells them to do. If the government wants 
them to do more, then the government can tell them to do more 
and can pay them more to do that, and I don't think you will have 
a problem. 

I have seen insurance companies and fraud units and various 
contractors that do a really good job. So I really do believe that it 
is a lack of oversight on FICFA's part to direct these insurance com- 
panies to do what they want them to do. You can't just have the 
insurance companies say, OK, we are responsible for health care 
fraud in this particular part of the country, and expect them to be 
able to do the job properly. They are getting paid to do what they 
are told to do, so I think FICFA needs to be on top of that. 

Senator Collins. Thank you. I want to go back to the issue of 
the use of recruiters. This was something that was described by our 
preceding witness that struck me again as an another insidious 
trend. 

Ms. Colton, I would like to start with you. It is my under- 
standing that the ring leader of the fraud in the Martinez case 
began buying the names and Medicare numbers of beneficiaries 
from secretaries in doctors' offices and from recruiters who can- 
vassed nursing homes, adult living facilities, and private neighbor- 
hoods to get the Medicare beneficiaries' numbers. And you also 
noted that in exchange for the Medicare beneficiaries' names and 
addresses and numbers that the recruiters provided some incen- 
tives. 

In some cases, undoubtedly, the senior citizens— in most cases, 

I suspect, were tricked out of their numbers or had no idea that 
someone else was giving out their numbers. But did you find some 
cases where the beneficiaries were also unfortunately involved in 
the fraud or were given inducements to give their numbers? 

Ms. Colton. Yes, we have. As a matter of fact, we have found 
that the recruiters know that there are beneficiaries out there that 
are very aggressive and more than willing to sell their Medicare 
number in order to receive some inducement for it, and they target 
those beneficiaries, as well as the other ones that you described. 

We, along with the FBI, have actually finally influenced the U.S. 
Attorney's office in the southern judicial district to prosecute some 
of these beneficiaries that we deem as, "professional beneficiaries" 
that actively seek to sell their Medicare number and demand 
money in exchange for doing so. 

Senator Collins. In other cases, the beneficiaries were totally in- 
nocent victims whose numbers had been given out by others, is 
that correct? 

Ms. Colton. That's correct. It is possible for recruiters to pay an 
inducement to a secretary or a nurse sitting at a medical facility, 
and the beneficiary would have no knowledge that that individual 
had sold their number to that recruiter. Moreover, if the unscrupu- 
lous provider that is creating this cottage industry is savvy enough 
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to direct those EOM B's to go to a particular address other than the 
Medicare beneficiary, the beneficiary is going to have no idea that 
services are being billed under their provider number. 

Senator Collins. That was going to be my next question. In 
every case, is there an explanation of benefits sent to the supposed 
beneficiary? 

Ms. Colton. There is supposed to be, but as we have seen, obvi- 
ously, there isn't because the provider can switch the beneficiary's 
address in order to have it go somewhere other than where it 
should go. 

Senator Collins. And the more sophisticated criminal is clearly 
going to do that so that he is not tipping off the beneficiary that 
his or her number is being illegally us^? 

Ms. Colton. Correct. 

Senator Collins. Mr. Hartwig, how prevalent is the use of re- 
cruiters? Is this just a regional phenomenon or do you think it is 
something that is growing nationwide? 

Mr. Hartwig. I obviously think it is growing, and the obtaining 
of Medicare numbers is a scheme that has— again, changed over 
the years. At one time, the fraudulent providers used to sell them 
to each other. We then saw stages where individuals would set up 
free blood screening or free blood pressure and say just fill out this 
questionnaire and give us your name and your address and your 
beneficiary billing number. 

I think the use of recruiters is the next step in that process. We 
have seen it localized in some of the larger areas. Certainly, we see 
it very active in Florida. I think on the West Coast, we have seen 
some activity. I don't know if it is a nationwide scheme. As I sit 
here, I would say that if it works, it will certainly spread. 

Senator Collins. Mr. Hartwig, I would like to turn to a different 
issue now with you, and that is we have noticed in our investiga- 
tion a pattern where an illegal business will be set up. The indi- 
vidual running the business will scam Medicare for hundreds of 
thousands of dollars, spend all the money, and then declare bank- 
ruptcy. What happens when that occurs, and do you think we need 
any legislative reforms in the bankruptcy law so that the claims 
that the Medicare has on the remaining assets are eventually hon- 
ored i n some way? 

Mr. Hartwig. We believe, and we have recommended, that Medi- 
care overpayments not be excused through the bankruptcy pro- 
ceedings. Some of these criminals are 100 percent Medicare; that 
is all they bill. So if the Medicare program finds out about im- 
proper claims and they stop paying, the provider has now lost 100 
percent of their income, and they declare bankruptcy. By declaring 
bankruptcy, they then argue that the government, by cutting off 
benefits, impeded the provider's ability to repay. 

They use the bankruptcy laws to protect themselves. Especially 
if it is a scam business, they then get away with not having to pay 
back the overpayment by declaring bankruptcy. And, again, the 
criminal element tends to study and understand the Medicare bill- 
ing system. They understand the Medicare radar, and they start to 
use the bankruptcy system as a way of keeping that money. We 
think that one of the reforms that could be made is not allowing 
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these kind of Medicare cheats to use bankruptcy to hide behind 
paying back improper reimbursements. 

Senator Collins, i think that is an exceiient suggestion and one 
that the members of this panei shouid pursue, it is iikeiy that the 
Congress may weii take up bankruptcy reform iegisiation this year 
and that is an issue that we wouid i ike to work further with you 
on. i know it is an area where Senator Durbin has been active, as 
weii. 

i have one finai question that i wouid iike to ask each of you. 
if we want to focus more on preventing the fraud up front, pre- 
venting it from the first piace, what one or two recommendations 
wouid you have for us that wouid do the most good to try to stop 
the fraud from occurring in the first piace? 

Mr. Frazzini. 

Mr. Frazzini. Appiication fees, on-site visits, and scrutinizing the 
veracity of the information provided on the appiication form. That 
is essentiai. if you don't do that, aii bets are off. You have to make 
sure who you are doing business with, and right now i don't think 
in a iot of cases the government, through FiCFA, knows who they 
are doing business with and that is a probiem. 

Senator Collins. Thank you. 

Mr. Fiartwig. 

Mr. FiARTWiG. i certainiy agree with Mr. Frazzini; aggressive on- 
site visits, stopping them before they get in. The Department now 
has the abiiity not to aiiow convicted feions in the system, and i 
think we shouid ensure that we don't aiiow those convicted feions 
in the system, i think the use of surety bonds and on-site visits, 
and aggressiveiy checking out a provider before we give them a 
number, shouid ensure that what we are deaiing with is a iegiti- 
mate provider, it goes not just for DME, it goes for aii the iabora- 
tories, ambuiance companies, aii those. 

i aiso think that the carriers can do a better job of screening in- 
active numbers. We have found that many of the peopie, when they 
come in the system, wiii appiy for 20 provider numbers up front 
and then wiii just use them as they need them, so they might have 
18 that are inactive. And i think we can do a much better job 
where a number is not used for a period of time; and i wouid make 
it a very short period of time. Before somebody gets to use that 
number, make them go through that appiication process aii over 
again. 

Senator Collins. Thank you. 

Ms. Frisco. 

Ms. Frisco, i agree with aii the things that were said so far. 
Verifying the information on the provider appiications and con- 
ducting on-site visits, i think, are essentiai. 

Senator Collins. Thank you. 

Ms. Coiton. 

Ms. Colton, i wouid agree, as weii, and moreover i wouid take 
an aggressive approach toward interviewing those peopie that are 
representing themseives to be the owners and/or operators of these 
companies, i think what we have found is that when you actuaiiy 
get in there and start to interview these peopie, they don't have 
any idea as to what kind of services they are providing. They don't 
have any idea how many beneficiaries they are seeing, etc; and it 
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is very indicative of the fact that there is a problem with that par- 
ticular provider. 

Senator Collins. Do we need to do more to educate our senior 
citizens, as well, to make them be a little more careful about giving 
out their numbers, and also perhaps publicizing more the 1-800 
number or in some way encouraging them to come forward? 

Ms. Colton. We take advantage of opportunities when we are 
asked to come and speak to beneficiary groups or senior citizen 
groups. At those times we try to educate them that it is important 
for beneficiaries to review their explanation of Medicare benefits. 
If they don't think that they have seen that provider or they don't 
think that they have had the service rendered as it appears on 
their EOMB, they should contact the number that is on the bottom 
and report it. 

We also encourage beneficiaries not to sell their Medicare num- 
ber if they are approached and to report that and to report sus- 
picious activity like people coming to pick up large numbers of 
their fellow citizens in unmarked vans and transporting them at 
odd times of the day. 

Senator Collins. Thank you. 

Senator Durbin, do you have further questions for the panel? 

Senator Durbin. I just have one last question. As vexing as this 
problem is, we may be talking about the easiest part of it, the du- 
rable medical equipment, because you can literally visit the site 
and determine whether or not it is an empty building or a runway 
or a laundromat, whatever it happens to be. But the whole area of 
home health care is one that I am not quite sure how we get our 
hands on because I am a strong advocate of it and I believe it is 
cost-effective when it is done right and it gives to seniors just what 
they want, the ability to stay in their own homes for a much longer 
period of time before they even consider other types of care. 

But this is a one-on-one deal. There are very few people involved 
in it, looking over their shoulders to make sure that the services 
they have said are actually rendered. And I was curious as to 
whether, in this area on which we haven't spent a lot of time, there 
are any safeguards you can think of that might ensure that when 
someone bills the Feaeral Government and says, I visited this lady, 

I helped her with her insulin shots, I did the following, that, in 
fact, it did occur, that those services were rendered. Are there any 
ideas along those lines? 

Mr. Hartwig. I think as you look at home health care, again, I 
can't stress enough the importance of not letting some of these 
companies in in the first place. A confirmation should be sent out 
to the beneficiary asking them if they received these services. In 
home care, I don't know that a beneficiary receives an EOMB like 
they may on durable medical equipment. We need a procedure 
where the beneficiary is asked if they were visited by a nurse; and 
a greater auditing of the services is needed. We have also rec- 
ommended that physicians take a much greater role in certifying 
the type and quality of care that a home health agency should pro- 
vide or is authorized to provide. 

Senator Durbin. That is interesting on that statement of serv- 
ices, and having been through it with my mother recently, I think 
also you might want to require that it be sent to some member of 
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the family. Perhaps the elderly person may not have the memory 
or the understanding to realize what they are receiving, but if some 
other member of the family sees it and says, wait a minute, nobody 
visited mom last week, this is bogus, that might also lead to some 
verification. 

Mr. Hartwig. And the contractor wouldn't have to do it for every 
claim as long as they are doing it for a sample. And, again, it is 
just making it more difficult to defraud Medicare. That is what we 
are really looking to do. 

Senator Durbin. Thank you. 

Senator Collins. I want to thank you all very much for your ex- 
tremely valuable testimony today. I also want to thank you for the 
work that you are doing out there on the front lines. As a member 
of the baby-boomer generation, I have a great interest in ensuring 
that the Medicare system is financial solvent. As a United States 
Senator, I want to make sure that this program is protected from 
fraud and abuse. 

You are the ones who are doing the battle on the front line, and 
I hope that you will share any further thoughts or recommenda- 
tions that you might have with us on how we can help you be more 
effective. So thank you very much for your time and your testi- 
mony. 

Our final panel this morning includes witnesses from the Health 
Care Financing Administration, the agency charged with managing 
the Medicare program. Our witness are Donna Dymon, a nurse 
consultant detailed from the U.S. Public Health Service to HCFA's 
Region IX office in San Francisco, and Dewey Price, a team leader 
for Operation Restore Trust in HCFA's Miami satellite office. 

These two witnesses will describe specific weaknesses in the en- 
rollment process for potential Medicare providers and how these 
weaknesses allow unscrupulous individuals to steal millions of dol- 
lars from the Medicare program. They will also provide us with in- 
formation on another very important part of this problem, and that 
is the impact of unscrupulous providers on the quality of care pro- 
vided to elderly citizens in this country. 

Pursuant to Rule 6, as you have heard me say repeatedly this 
morning, all witnesses who testify are required to be sworn in. So 
I will ask that you stand and raise your right hand. 

Do you swear that the testimony you are about to give to the 
Subcommittee is the truth, the whole truth and nothing but the 
truth, so help you, God? 

Ms. Dymon. I do. 

Mr. Price. I do. 

Senator Collins. Thank you. 

Dr. Dymon, I am going to ask that we start with you this morn- 
ing. I would ask that you limit your oral testimony to about 10 
minutes in order to allow us time for questions, but your full state- 
ment will be made part of the record. 

Thank you. 
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TESTIMONY OF H. DONNA DYMON, NURSE CONSULTANT, SAN 

FRANCISCO REGION IX, HEALTH CARE FINANCING ADMINIS- 
TRATION, DEPARTMENT OF HEALTH AND HUMAN SERVICES 

Ms. Dymon. Thank you. Madam Chairman and Members of the 
Subcommittee, I am a career commissioned officer with over 21 
years as a health care officer with the U.S. Public Health Service. 

I hold two master's degrees, one in nursing, and a Ph.D. in busi- 
ness. Currently, I am detailed to the Health Care Financing Ad- 
ministration, HCFA's regional office in San Francisco, California. 

My responsibilities include training for home health agency pro- 
viders, as well as State agency surveyors; working to assess compli- 
ance with the Federal regulations; and detecting abuses and curi- 
ous activity within the home health and hospice programs. I have 
participated in approximately 100 surveys of home health agencies 
and hospices. 

I am sure this Subcommittee is aware of the Operation Restore 
Trust project. This was a national initiative to identify and elimi- 
nate fraud, waste and abuse in the Medicare program. ORT al- 
lowed HCFA's regional offices to focus on specific segments of the 
Medicare program. In Region IX, we targeted home health agencies 
and hospices, primarily because between 1993 and 1995, HCFA 
certified 321 new home health agencies in California. This was a 
70-percent increase. 

Today, I am going to discuss the results of Region IX's review of 
these 44 home health agencies in California, as well as other prob- 
lems detected in conjunction with this review. The results of this 
review are contained in a report which I have provided the Sub- 
committee copies of.i 

The previous witness focused primarily on DME suppliers and 
the industry, where site visits are rare. Today, I will discuss the 
home health industry, where site visits are mandatory. These are 
called surveys. I n some cases, the mandatory surveys could be clas- 
sified as nothing more than a drive-by. HCFA is charged with en- 
suring that home health agencies meet conditions of participation 
in the Medicare program that are adequate to protect the health 
and safety of our beneficiaries. 

Medicare has 12 conditions of participation covering all areas of 
administration, as well as patient care. Most conditions include de- 
tailed standards and elements that further define the responsibil- 
ities of home health agencies. Of the 44 home health agencies re- 
viewed, 36, or 82 percent, failed to meet compliance with the condi- 
tions of participation, and 23, or 52 percent, were terminated from 
the program. In addition, we found that some home health pro- 
viders charged $13,216 per patient, while the national average was 
only $4,141. 

The current survey process which is used is not adequate to ef- 
fectively assess home health agencies. The standard survey process 
contributes to nothing more than cake walk for allowing anyone to 
establish a certified Medicare home health agency. This is not my 
own professional opinion, but also the conclusion of the General Ac- 
counting Office, who recently reported, "Rarely are new home 
health agencies found to fill Medicare certification requirements." 


J-See Exhibit 11 which appears in the Appendix on page 106. 
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GAO further reported that home health agencies self-certify their 
financial solvency, agree to comply with the provisions of the Civil 
Rights Act, and undergo a very limited survey, and few fail. 

On J anuary 1, 1998, new requirements went into effect as a re- 
sult of the Balanced Budget Act of 1997, such as use of a surety 
bond, requiring home health agencies to treat a minimum of 10 pa- 
tients, and issuing a new enrollment application. These are great 
first steps, but we need a lot more. 

Opening a home health agency is a get-rich-quick opportunity. As 
reported in a recent Region IX newspaper article, new home health 
agencies can make $1 million after the first year. In fact, there 
have been allegations that foreign countries are offering training 
courses on how to start a home health agency in the United States. 

There are no provisions that specify the setting in which some- 
one must provide home health services. There is no requirement 
that the setting be a professional location. State surveyors have 
found home health agencies being run out of basements, garages, 
kitchens, dining rooms, a janitorial supply service, and even a 
pawn shop. One survey of a home health agency was conducted in 
an owner's residence while the father cooked odorous sausages on 
the stove, the mother vacuumed the living room rug, and dogs 
jumped at the surveyor's feet. 

The standard survey process is an easy walk-through process, 
often called a drive-by survey. A potential provider only needs to 
complete a few forms without any validation of information by 
HCFA or State agency. Prior to Region IX's institution of a strict 
review process, we allowed convicted felons into the Medicare pro- 
gram, and one felon falsified clinical records, credentials, and de- 
frauded the Medicare program to over $2.5 million. 

The new enrollment application, the HCFA 855, requires that fis- 
cal intermediaries review and approve information. However, there 
is no provision that sharing this information with other agencies, 
and especially the regional office, is completed. The new enrollment 
application provides a vehicle for collection of critical information 
which the region needs in processing new providers into the sys- 
tem. We need to have region-based systems that unite the applica- 
tion information, survey information, surety bond history, and 
claims information to the fiscal intermediaries. State agencies, and 
regional offices so that we can extract this vital information at our 
fingertips when processing initial applications, changes in owner- 
ship, or recertifications. 

Home health agencies have falsified clinical and billing records 
submitted to substantiate their positions while surveyors have 
questioned patient care. I have personally witnessed a young nurse 
confessing to falsifying clinical records at the direction of the man- 
agement of the home health agency. We have found home health 
agencies that participate in altering documents in an attempt to 
pass certification standards. 

A survey of one home health agency was completed on a Friday. 
The surv^ors documented non-compliance and started termination 
procedures. On the Monday following that survey, the agency was 
completely disbanded and the rental space was vacated. There was 
no mechanism in place to recoup any of the overpayment. 
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Earlier, I mentioned the standard survey process. This is an ab- 
breviated examination of only 5 of the 12 conditions of participa- 
tion. For example, the standard survey does not even include re- 
view of the skilled nursing regulations which is basic to the defini- 
tion of a home health agency. The extended survey process is used 
by Region IX and all initial and targeted providers. We have found 
that tine agencies may provide services as directed under a plan of 
care that would be surveyed by the standard process, but these 
same agencies fail to have the administrative underpinnings that 
are needed to support and sustain the system to provide quality 
care. 

Using the extended process, we have identified such organiza- 
tions that are truly registries or temp agencies that want to only 
bill Medicare for their services. The ORT project identified numer- 
ous Medicare-certified registries largely because there were no ad- 
ministrative practices in place that were reviewed at the time of 
the survey. 

Currently, HCFA is requiring 10 patients for all new home 
health agencies to have enrolled under their care prior to the ini- 
tial survey. Region IX began this practice in April of 1996. We 
learned, however, it was not enough to just have the 10 patients 
and verify that these 10 patients were solely under the direction 
of a new applicant. To pass the initial survey, we required State 
agencies to submit documentation of these 10 patients, and we ran 
these numbers with our computer systems to be sure that these pa- 
tients were not being borrowed from a certified agency. 

Why are these safeguards important? Well, to prevent the poor 
care and abuses, such as excessive services and curious activity, 
that threaten the health and safety of the beneficiaries. I would 
like to discuss just a few points. 

One Medicare beneficiary lost her leg due to improper care by 
the home health agency. The home health agency had documented 
that the beneficiary had a pressure ulcer of the left knee. At the 
time of admission to the home health agency, the patient was infec- 
tion-free. About 1 month following admission, the nurse detected a 
foul odor with a greenish-yellow drainage. The nurse obtained a 
wound culture and sent it to the medical laboratory for testing. The 
lab report showed no infection. About 7 days later, the patient was 
admitted to the hospital for an above-knee amputation. After ques- 
tioning the agency staff, we learned that the nurse had taken a 
woundf culture from the wrong knee. 

During a home visit, surveyors noted a patient was disoriented, 
agitated, fed with a gastrostomy tube, was an insulin-dependent, 
diabetic, had congestive heart failure, and used a Foley catheter for 
bladder drainage. The surveyors learned during the visit that the 
caregiver was instructed by the agency staff to use ordinary tap 
water to irrigate a Foley catheter. The standard practice is to use 
sterile solutions into the bladder. 

Nurses fail to check all medications patients take, as required by 
the regulations. Often, patients took doses that were higher than 
recommended, and patients exhibited side effects without agency 
staff notifying physicians. For example, one patient was given four 
times the recommended dose of an anti-depressant. The patient's 
daughter reported that she didn't like her father sleeping all the 
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time. The agency staff failed to alert the physician that the dosage 
level or the patient's behavior was abnormal. 

We also have found that some agencies bill services for home- 
bound patients who are, in fact, not really homebound. For exam- 
ple, a home health agency billed Medicare for services when a 
homebound patient was actually visiting Las Vegas, Nevada. An- 
other agency billed Medicare when a homebound patient attended 
the Summer Olympics. In addition, we have found countless exam- 
ples of beneficiaries who were supposedly homebound and unable 
to walk a few feet who routinely dined out at restaurants, con- 
ducted their own shopping, and went to the movies. 

Recommendations, if I may. Greater emphasis is needed to con- 
trol the entrance of unqualified and unscrupulous individuals into 
the home health industry. This is needed because once these types 
of individuals get their provider numbers, they have only a 98-per- 
cent [sic] chance of being caught. Medicare contractors review only 
2 percent of the home health claims. 

I want to close my testimony by discussing some recommenda- 
tions. I believe that our report will improve the quality of care for 
our Medicare beneficiaries. First, require the extended survey proc- 
ess for all new applicants and alternative years for certified agen- 
cies. Require a thorough verification of information submitted by 
new applicants, including reviewing the 10 patients required by 
new home health agencies. Aggressively train surveyors, to include 
a thorough review of the regulations, review of home health pro- 
gram requirements; teach the surveyors about curious activity and 
requirements made by the fiscal intermediaries. 

R^uire an application fee by all new applicants. Issue the new 
applicant a provisional certification only. After a one-year period, 
with surveyed compliance, a permanent certification would be 
granted. Develop a computer-based tracking system, as prototyped 
by Region IX, which would track certified home health agencies 
and providers. And, last, ban terminated agencies and applicants 
who fail the initial survey from reentering the Medicare program 
for at least 1 year. 

That concludes my testimony and I would be glad to answer any 
questions the Subcommittee may have. 

Senator Collins. Thank you. Dr. Dymon. You are very eloquent 
in helping us understand that this fraud not only costs us a lot of 
money, but it leads to just terrible health consequences when infe- 
rior or substandard care is provided to some of our most vulnerable 
citizens. 

Before we go to questions, I want to call on Mr. Price and to tell 
you that we very much appreciate your being here with us today 
as wel I . If you will pi ease proceed? 

TESTIMONY OF DEWEY PRICE, TEAM LEADER, OPERATION 

RESTORE TRUST, MIAMI, FLORIDA, SATELLITE OFFICE, 

HEALTH CARE FINANCING ADMINISTRATION, DEPARTMENT 

OF HEALTH AND HUMAN SERVICES 

Mr. Price. Thank you. Madam Chairman, members of the Sub- 
committee. I am an employee of FICFA. I am the team leader of 
FICFA's Miami satellite office and I have been involved full-time in 
program integrity activities in Florida since the fall of 1994. In the 
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old days, I was the senior program integrity specialist in charge of 
investigations in South Florida in the days before the inspector 
general was set up and took over that responsibility. 

In August of 1994, HCFA's regional administrator in Atlanta 
asked me to head up the South Florida task force which included 
representatives of FICFA, OIG, our Florida contractors, and State 
agency staff. This work group was to study the situation in Florida 
and make some recommendations to the FICFA administrator on 
the situation there, and recommendations of things that needed to 
be done in South Florida because of the special problems going on 
at that time. 

We did that, and in March of 1995 made a report to the FICFA 
administrator at that time, Bruce Vladeck. And shortly after that. 
Operation Restore Trust began officially and Florida was one of the 
states that was involved. And as part of Operation Restore Trust, 
FICFA opened the satellite office in Miami in J uly of 1995 and I 
have been involved in that since that time. 

I view our job— our primary goal in Operation Restore Trust in 
the satellite office in Miami has been to try to change the percep- 
tion that in South Florida FICFA was not involved sufficiently and 
adequately in the war against Medicare fraud. We have tried to do 
this by getting involved in planning and carrying out program in- 
tegrity activities with our contractors. State agencies, assisting law 
enforcement entities, and making recommendations to FICFA of 
whatever changes we thought needed to be made. 

This approach of direct involvement in fraud abuse activities has 
been a new role for many people in FICFA. People have been de- 
tailed in to help on this. We have staffed the office with temporary 
people. Really, it has been an ongoing effort to change the mind 
set, culture, and priorities of FICFA as it relates to program integ- 
rity activities, and I have viewed that as something that has come 
out of not only our work, but in Operation Restore Trust. 

The new FICFA administrator was in Miami just this past week. 
We took her to a number of provider locations similar to the kind 
of places that were discussed here. The purpose of this was to give 
her firsthand and up-to-date knowledge of the kind or problems we 
are seeing in Florida. There have been some changes from the 
kinds of overt situations, use of post office boxes and all that, be- 
cause of some things I will talk about. And I wanted to make the 
point that in many ways, Miami is a window to Medicare fraud, 
and has been for a long time, and I think her visit there was a very 
valuable experience both for her and for the agency. 

Basically, we have way, way too many health care businesses in 
South Florida and this is driving, I think, much of the fraud and 
abuse. And I would note that I use the word "businesses," but not 
medical providers because Medicare fraud happens so frequently in 
Miami with so many of the entities, not just DME companies, but 
clinics, diagnostic kinds of clinics, community mental health cen- 
ters, that I really think the problem is so pervasive that FICFA 
should really rethink and redefine who our providers are. 

We have allowed people who are literally business people with no 
medical backgrounds to get involved into Medicare as providers. 
And I think that we have got to directly control the issuance of pro- 
vider numbers in the future based upon whatever direction we de- 
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cide, who our providers really are and who should really receive 
the money. I think that is a key aspect of all this. 

HCFA has a very major role to play in fraud and abuse, and to 
be successful, I think program int^rity activities is not something 
our contractors can do or the law enforcement entities can do. 
HCFA staff, I believe, have to suspend payments when evidence of 
fraud exist and misrepresentation exists. We have to restrict pro- 
vider enrollment to l^itimate entities. We have to ensure claims 
are screened and denied up front, when appropriate, rather than 
afterwards. We have to improve HCFA's fraud and abuse data ca- 
pability. We need to pay reasonable amounts and we need to 
change policies and procedures, when we find them, that need to 
be changed. 

I will talk about four provider types that have been mentioned 
here today already to go over some of the weaknesses in the cur- 
rent enrollment processes that I see in South Florida. First is com- 
munity mental health centers. These centers are paid by Medicare 
to provide partial hospitalization services to patients that would 
otherwise require in-patient psychiatric treatment. Nationally, this 
program has grown from $30 million to $265 million in 3 years, 
from 1993 through 1996. Unbelievably, $112 million of that was 
paid in the State of Florida, which is way more than 40 percent of 
It. The State of Florida has more than 250 CMHC centers, and 
more than 100 of these are in the city of M iami. 

Because of this tremendous growth, in Operation Restore Trust 
we did a study over the past 6 months in which we reviewed 140 
beneficiaries at seven aberrant billing centers in 1996, using their 
payments as a basis for picking them. We found overpayments of 
$16 million, literally all the money paid to these seven centers. We 
suspended payments to all 7. We made recommendations to the 
HCFA regional office to terminate the provider numbers of five of 
these centers who did not meet the basic criteria to be a commu- 
nity mental health center, and we made referral to the 01 G in all 
seven situations. 

Moreover, in the middle of this process, the problems we consid- 
ered so severe that we recommended immediate corrective action 
by HCFA to establish a moratorium in the State of Florida on giv- 
ing out any more CMHC provider numbers so the situation could 
be cleaned up and so that HCFA could develop standards for these 
centers. In response, HCFA has committed $250,000 to employ a 
subcontractor to evaluate 600 of the CMHC centers in nine States 
to determine if they indeed meet the criteria to even be a commu- 
nity mental health center. This project has been supported by 
HCFA management, but we made the recommendation 6 months 
ago and it has taken that much time for the project to get going. 

I believe the first on-site review by this contractor is being made 
this week. 

To highlight the need for up-front enrollment and payment scru- 
tiny of these CMHC providers, I will just mention what we found 
in three of the cases. In one of the centers, the ORT nurses were 
so concerned with the conditions in the provider location that a call 
was made to the local health and fire department, who made an 
inspection, condemned the building, and ordered the evacuation of 
all patients immediately. 
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The owner of this center was also found to have set up several 
other centers in neighboring communities in the area of middle 
Florida using front owners who were really employees of his, but 
he showed them as owners. And these people then signed con- 
sulting and service contracts with him that paid him up to 50 per- 
cent of their revenues. 

In another center, the auditors determined the real owner was 
a physician who had also used front people as owners who signed 
consulting and other contracts with him and members of his fam- 
ily. The auditors determined that he and people in his family took 
$1.3 million out of the center in payments that were made to them 
for consulting services. He also had set up two additional centers 
using employees, and consulting payments were made to him, as 
well, through those centers. 

In the third one, we found that the owner of the center also 
owned an assisted living facility where all the patients lived, and 
that bribes were being paid to those people who lived there and 
who would go to the CMHC for treatments. The nurse reviewers 
were told that most of these patients had substance abuse prob- 
lems and used this extra money to purchase drugs. 

Given these findings, we made referrals to our certification staff 
back in Atlanta, and we recommended that these providers be ter- 
minated. They have been hesitant to terminate these centers as 
Medicare providers because of legal questions of how to go about 
doing that. A debate has been ongoing about whether we should 
merely terminate providers prospectivdy or whether we have the 
legal authority to go retroactive and revoke the numbers where 
people do not meet the criteria and it is determined that they never 
met it. 

Our on-site reviews strongly indicate that many of these centers 
do not meet, and never met the requirements, and they have been 
treating ineligible patients, rendering non-cover ed services, and 
have been committing massive cost report fraud. And we definitely 
want to go retroactive in these cases. 

The recommendations that we see needed in the CMHC area are 
that there should be provider enrollment standards that should 
apply to all centers; that HCFA should make audit and medical re- 
view money available to our contractors to review these centers so 
that the overpayments that exist are determined and recouped; and 
that HCFA should require a first-claim review of each beneficiary 
before CMHC claims are paid for beneficiaries. There are so few 
beneficiaries, we think, that meet the requirement for this type of 
service that every beneficiary could be reviewed 100 percent up 
front and a determination made. This would keep us out of the 
pay-and-chase where we pay claims and then ask questions later. 

Second, health clinics. These are the medical clinics that are 
owned by non-physicians. There are hundreds of these in Miami. 
They employ doctors part-time. The owners can be anyone; they 
can be people off the street. They have no history of medical back- 
ground. They employ doctors part-time and the doctors basically 
sign forms, and patients come in full-time while the doctors may 
only be there for certain hours of the day. These type clinics are 
major players in the fraud and abuse that are going on in many 
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other scam areas in Florida, including DME and home health, any 
areas where services are referred to other people. 

The recommendations we have for clinics are that surety bonds 
should be required of reassignees or the people who own these kind 
of clinics the same as with the people who own DME companies. 
And, secondly, we discovered that checks were often left at loca- 
tions by the post office and the places were closed down, and we 
made a recommendation to HCFA that we should employ the use 
of "do not forward" envelopes on all checks so that the post office 
would not forward checks to additional locations or would not leave 
it at unoccupied locations. This hasn't been adopted by FICFA, but 
it has been tested and I understand millions of dollars have been 
saved in the test, and we would like to see it immediately imple- 
mented by FICFA nationwide. 

The other two areas I will mention just really very briefly is 
DME fraud and the FIFIA problem we still see in Miami. There are 
now on-site inspections of DME locations; inspections have been 
done the last year using a subcontractor, and so a lot of the infor- 
mation discussed here today— I don't bdieve these entities would 
be able to get a number because of the on-site inspections. Flow- 
ever, the people know that we make on-site inspections and so they 
set up businesses, and who knows what happens a week later and 
who knows if they still meet the standards to really be a provider? 

We know there are entities who don't own any equipment and 
really are phantom providers, and we would like to see require- 
ments in the standards for durable medical equipment suppliers 
strengthened to do away with businesses who are really nothing 
more than brokers. They don't own any equipment and don't pro- 
vide service to patients. 

In the home health area, the one thing I would mention is that 
for home health agencies in South Florida— we still have a prob- 
lem. A lot of the changes that are being made in the law are very 
good and will take care of many of the problems. Flowever, there 
are two things that we see that still ne^ to be done; and one is 
dealing with the use of subcontractors. In Florida, we only have 
350 certified agencies who can bill Medicare, but we have 1,300 li- 
censed home health businesses in Florida. 

Most of these entities, who can't bill Medicare under their own 
name, find patients, render services, and then sell the accounts to 
the certified agencies who bill Medicare. This drives much of the 
home health fraud in Florida. We think the rules governing the use 
of subcontractors need to be strengthened so that more of the visits 
are done by agency employees. Particularly, skilled nursing and 
home health aides, we think should always be done, and we would 
recommend always be done by agency employees, not subcontrac- 
tors. 

The second area is the owners who set up home health agencies 
and who have multiple numbers. When one location is caught, it 
goes out of business and the money continues to flow to the others. 
We have entities who have done that. One entity had $20 million 
of overpayments and we can't recover it because those numbers 
have been shut down and the people have gone out of business. 
Yet, the same people own other entities who have Medicare pro- 
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vider numbers and last year received $50 million in payments from 
the Medicare program. 

This concludes my testimony and I would be glad to answer 
questions as well. 

Senator Collins. Thank you very much, Mr. Price. 

To allow us all to get questions in, I am going to put the time 
on and we will do 5-minute rounds and keep going in rounds. 

Mr. Price, I was struck by your comment in your testimony about 
the explosion in the growth in the number of community mental 
health centers in Miami. Now, I don't mean to be flippant about 
it, but I assume that we haven't had an influx into Miami of people 
who need community health services. Assuming that there hasn't 
been a large increase in the population eligible for these benefits, 
to what would you attribute the overnight growth in the number 
of community mental health centers in Miami? 

Mr. Price. There has been no change in the coverage require- 
ments or expansion of the program, so the beneficiary population 
that needs this should be the same. The growth is attributed to the 
ease with which people could get into the business and phenomenal 
revenue potential that exists in that. So I think it is those two fac- 
tors, and it became well-known in Florida that you could get into 
this business and make a lot of money doing it. 

Senator Collins. So the people we have been discussing all 
morning, the criminals who are getting into Medicare, see this as 
easy pickings, as just a ripe target to get into? 

Mr. Price. Yes. 

Senator Collins. You have testified that many of the community 
mental health centers do not meet the established criteria for a 
Medicare provider number. So, what is happening? Why is HCFA 
issuing these provider numbers to people who don't meet the stand- 
ards? 

Mr. Price. The only process was that we relied upon an attesta- 
tion, a statement that was sent in by the provider saying that they 
met the criteria that existed, which was basically just that they 
were a community mental health center providing the services that 
were required under that. And we did no verification of that or val- 
idation of that in the past. Again, we have stopped doing that in 
Florida, so that on-sites are being made to locations to make sure 
that they are there. 

We had community mental health centers who were post office 
boxes and vacant lots applications. In 1995 after the satellite office 
was opened up, we were on site in Miami and started going to 
some of these. So we did at least, by doing on-sites, prevent these 
kind of entities from getting numbers. 

Senator Collins. Does FICFA take action in a prompt way to ter- 
minate Medicare providers who have not met the certification and 
enrollment standards? 

Mr. Price. My experience has been not. The process is weighted 
towards a review in the regional office by the staff who tradition- 
ally have done survey and certification. And a review is made of 
the findings and we have encountered problems in getting prompt 
action and have to elevate it to the senior management to get the 
actions taken, and that has been a frustration. 
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Senator Collins. So there has been a reluctance to move quickly 
when you do uncover this kind of problem? 

Mr. Price. Yes. 

Senator Collins. You have described that there are hundreds of 
health clinics in Miami that are owned by individuals with no med- 
ical experience at all, and we have heard from Dr. Dymon some of 
the consequences that she has seen. Could you describe for us what 
kind of problems have resulted because of the lack of health care 
experience of the owners of some of these clinics? 

Mr. Price. Yes. A lot of these locations should not even be open 
as medical providers, I don't think. I have encountered situations 
where they were unfit. They were dirty and the equipment that 
was there was not working, and the people we would interview 
would be untrained or unqualified people. So I think the poor qual- 
ity of care, because people come there— they are open, they are in 
business, they take Medicare, and people expect that everything is 
kosher and it is OK to come there. And I think the quality of care 
is the biggest problem. There is also an awful lot of fraud and 
abuse resulting from that, and that is secondary, but the quality 
of care issues are even worse. 

Senator Collins. Thank you. 

Dr. Dymon, the study that you provided the Subcommittee con- 
tained the results of your review of 44 home health agencies in 
California, and I want to commend you and others in your office 
who assisted in the project. But one item that I found extremely 
troubling was that of the 44 agencies that you surveyed, I believe 
that 36 of them, which is 81 percent of those surveyed, were found 
to not be in compliance with HCFA's standards. Is that correct? 

Ms. Dymon. Yes, it is. 

Senator Collins. Even more disturbing is the fact that 23 of the 
44 agencies surveyed were terminated for providing sub-standard 
care. It is good they were terminated, but it is disturbing that such 
a high percentage were providing sub-standard care. Of the 23 
agencies that were terminated as a result of your project, could you 
give us some idea of how much money they received from the Medi- 
care program while they were certified? 

Ms. Dymon. Yes. During the fiscal years of 1994 and 1995, these 
23 agencies were reimbursed close to $122 million. 

Senator Collins. That is a staggering amount to go to agencies 
that were subsequently found not meeting the standards and not 
providing good care. 

Ms. Dymon. I agree. 

Senator Collins. I am going to ask you just one quick question 
before we begin our rotation. Of those 23 home health agencies 
that were terminated, did all of the patients who were served by 
them transfer to another home health agency? 

Ms. Dymon. Madam Chairman, no, they did not, and this was a 
real eye-opener for us at Region IX. We did a tracking of these 
beneficiaries that were terminated from the agency to look at 
where their care was rendered after they left the terminated agen- 
cy. We found that about a third, or 33 percent, of these bene- 
ficiaries were no longer being cared for by any home health agency. 
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Senator Collins. Does this suggest to you that they didn't need 
the services in the first place or there may have been some bogus 
billing going on? 

Ms. Dymon. Yes, it does. 

Senator Collins. Thank you. I have additional questions, but I 
want to give my two colleagues an opportunity to question as well. 

Senator Durbin. 

Senator Durbin. Thanks, Senator Collins. 

Now, Dr. Dymon, you make several suggestions here which I 
think would move us in the right direction. You call for an applica- 
tion fee, which I think should be sufficient so that the people who 
review the application can not only establish that it is truthful, but 
also an on-site visit, not just once but perhaps at a later time. I 
also like your suggestion about provisional certification for 1 year, 
and I would suggest that there be a second fee paid that would 
cover the second on-site visit a year later as part of that. 

One of the things in Kennedy-Kassebaum was to allow whistle- 
blower provisions for beneficiaries of Medicare. What would you 
think of the idea of extending that to anyone— a whistleblower pro- 
vision, with a reward involv^, to anyone who witnesses Medicare 
fraud, so that it goes beyond the elderly? It may include someone 
who works in a doctor's office or something who sees something 
that is clearly wrong and illegal. 

Ms. Dymon. Senator Durbin, I support that idea. Anything that 
can go out to help protect the Medicare Trust Fund and the health 
and safety of our beneficiaries I certainly support. 

Senator Durbin. Let me ask you, too, about this National Sup- 
plier Clearinghouse. Are you familiar with this company and what 
they do? 

Ms. Dymon. I am not familiar. Senator Durbin. That is out of my 
bailiwick. 

Senator Durbin. OK. Let me ask you, Mr. Price, are you familiar 
with what they do? 

Mr. Price. Somewhat, yes. 

Senator Durbin. What kind of job do they do? How would you 
rate them? Give them a grading, A-plus, B, C, D. 

Mr. Price. I would say C. We tried to get on-site inspections 
begun in Florida very early on when we saw the scope of the prob- 
lems. The U.S. attorney's office was saying "I have got fraud cases 
that came about since you have been here. Why can't we stop this?" 
And we had to literally get the HCFA administrator to intercede 
and make on-sites happen. The contractor— I think they indicated 
they were willing to do it, but, to me, it was not something that 
was a priority with them or a priority with HCFA. 

Senator Durbin. I hope we can bring them before this Com- 
mittee. I would like to find out what they are being paid and what 
they are doing for the amount of money that they are being paid. 
It appears that there is enough fraud and enough problems in this 
area that we should take a look at their activities very carefully. 

Mr. Price, you raised something that really struck a note with 
me here. I spent the last two-and-a-half weeks visiting child care 
facilities in Illinois because I know that debate is coming up, and 
a very important one. And I ran across in two instances, in 
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downstate I llinois, a care center which provided not oniy chi id care, 
chi id day care, but aduit day care for seniors. 

And i asked them how much they charged for chiidren— it was 
$20 a day— and how much they charged and reimbursed for sen- 
iors. it was over $40 a day. Some of these seniors were ambuiatory, 
some were in wheei chairs. But when you taiked about the commu- 
nity mentai heaith centers here and the fact that that has turned 
into a day care operation, is that what i was seeing, peopie who 
were being diagnosed as having some mentai probiem and as a con- 
sequence get partiai hospitaiization and these day care costs de- 
frayed by Medicare? 

Mr. Price. That is preciseiy what our nurse reviewers found was 
happening in the centers we did the studies in in Fiorida. The peo- 
pie were being brought in. They were being certified as needing 
partiai hospitaiization mentai heaith benefits when, in fact, most 
of them were receiving something that was akin to aduit day care, 
activities that were sociai in nature and certainiy good to have if 
you iive in an assisted iiving fadiity and somebody brings you to 
another piace where you can interact with peopie and go to activi- 
ties and aii. 

So, that is what the nurses found was happening in most of the 
cases, and Medicare is paying a iot more than $40 when that hap- 
pens. Medicare doesn't cover aduit day care for reguiar peopie. We 
cover partiai hospitaiization benefits for patients who otherwise 
wouid require in-patient psychiatric services. 

Senator Durbin. Couid it aiso be for physicai rehabiiitation, too? 
Couid they get partiai hospitaiization for that? 

Mr. Price. No, that is not covered under the CMHC benefit, ai- 
though the area of rehab services, in generai, are provided by home 
heaith care agencies and aiso individuais. 

Senator Durbin. This is tough because i can certainiy see cir- 
cumstances where someone wouid want an eideriy parent or grand- 
parent to be aiiowed to go to a care center during the course of a 
day rather than to be aione and vuinerabie. That sounds reason- 
abie. But, iike so many of these areas, it sounds iike it is so open 
to abuse. Aii you need is that doctor certification and you are off 
to the races, and you have basicaiiy day care babysitting services 
for eideriy peopie being paid for by Medicare, i can understand why 
you have raised that red fiag. 

Couid you define one term that you use in here, "reassignees," 
what you are taiking about? 

Mr. Price. Under reassignment of benefits, this happens in the 
dinic iocation. We are actuaiiy paying for physician services in a 
dinic setting, and that means a doctor is supposed to treat the pa- 
tient, and he can aiso do things such as tests and procedures that 
a physician wouid do. So under reassignment, what happens is a 
doctor says "don't pay me" and he compietes a form and gives it 
to the Medicare contractor that says, "instead, pay the money to 
the person i work for, to this dinic or to this company or corpora- 
tion." So the owner of this dinic is reaiiy receiving the money even 
though it reaiiy is for physician services. 

i think the reassignment of benefits provision is one of the major 
things that needs to be deait with by HCFA and maybe by the Con- 
gress because it creates a iegai ioophoie because we have probiems 
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holding the doctor accountable. If he billed under his own name 
and got the money, we could hold him accountable. But because he 
works for a clinic and the money is reassigned and paid to someone 
else, we have a problem establishing an overpayment and holding 
the doctor accountable. 

And these businesses, when they are investigated and have over- 
payments, just like with DME's, thw just go out of business, or 
like home health agencies they can file bankruptcy. And the pro- 
gram is just left hanging with no recourse, even though the doctor 
may still be in business and working in another clinic at this point 
in time. 

Senator Durbin. I want to thank you both for your testimony. 
What we have heard today— and I thank Senator Collins for calling 
this hearing— has been not only sad, but disgraceful. And I hope 
that when we get serious about guaranteeing the long-term sol- 
vency of Medicare that our first stop is on Medicare fraud. We have 
done a lot. We clearly have not done nearly enough. I think there 
should be zero tolerance in this area and we ought to know that 
people who are exploiting seniors and taxpayers through this type 
of activity will be subjected to the harshest penalties. 

Thank you. 

Senator Collins. Thank you. Senator Durbin. 

Senator Levin, welcome. 

OPENING STATEMENT OF SENATOR LEVIN 

Senator Levin. Thank you. Madam Chairman. Let me thank our 
witnesses here today, and also thank our Chairman for her initia- 
tive. It is a very important one and I think the Nation and all of 
the people who rely on Medicare and on home health care are in 
her debt for her initiative in convening us. 

What I would like to do— and I think previous witnesses have 
been asked these kinds of questions— is to try to focus on the re- 
sponsibility, the accountability. But, first, on responsibility, you 
have both listed a whole series of abuses, studies which have been 
undertaken to identify these abuses. You have both been involved 
in these studies. We have heard a lot about fraud. We have heard 
a lot about lack of regulatory discipline. We have heard a lot about 
loopholes. There is a whole lack of resources, lack of certification 
requirements. There is just a whole menu of problems, some of 
which are the result of criminal activities, others of which are the 
result of lack of regulation or lack of accountability, and I would 
like to try to prioritize this a little bit and try to get a better feel 
for where the problems are. 

Are most of the abuses which you have identified, both of you, 
the result of fraudulent activity, illegal activity, violations of regu- 
lations, or sloppy or missing regulation? I know it is both. There 
are different ones that apply in different categories. In terms of 
giving us a feel of what we have to focus on, give our greatest em- 
phasis, I will start with you. Dr. Dymon. In your judgment, are the 
activities and abuses which you have described mainly the result 
of violations of regulation and law or mainly the result of a lack 
of effective— or the absence of regulation or enforcement? 

Ms. Dymon. Senator Levin, I believe that the regulations can 
adequately meet the needs of protecting the health and safety of 
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our beneficiaries. But I think it is partly due to the lack of the sur- 
vey process that is being used throughout the country to detect the 
problems we are seeing in home health care. I n addition 

Senator Levin. Let me just interrupt you there. Detect the prob- 
lems that we are seeing. I want to identify whether the major 
source of those problems are criminal activities, violations of law, 
or activities which are currently legal but which should be made 
illegal, because there are a lot of things you have mentioned and 
some fall under both those categories, but I would like to try to al- 
locate to one or the other. 

Are these problems, these activities, most of them, you believe, 
already illegal, in violation of regulations, or not yet illegal, not yet 
a violation of regulation, but which should be made so? 

Ms. Dymon. I believe the latter, that we need regulations to 
identify and better resource the problems that we are seeing. 

Senator Levin. That are not now criminal? 

Ms. Dymon. Correct. 

Senator Levin. OK. Now, let me go to Mr. Price. Would you give 
me a feel on that? 

Mr. Price. The things I was talking about, I believe, are pretty 
much covered under current laws and regulations, and we have 
made referrals, because of that, in all of these kinds situations to 
the Office of the I nspector General to deal with these specific kinds 
of provider situations. 

Senator Levin. Where they are already a violation of regulation 
or law, but it is a matter of trying to identify them and to enforce 
existing regulations against those activities? I am not saying it is 
either/or. I am asking is that the major part of the current prob- 
lem, in your judgment? 

Mr. Price. Right. 

Senator Levin. OK. On the accountability side, let us talk about 
the certification of existing clinics, for instance. Are these lack of 
certifications because the persons that we have designated to do 
the certifications are not doing them adequately, or have we failed 
to assign responsibility for the certifications? Let me start this time 
perhaps with Mr. Price, j ust talk about certification of community 
mental health clinics. Whose responsibility is it? 

Mr. Price. Clearly, it is HCFA's. 

Senator Levin. Well, that is the ultimate responsibility, but does 
HCFA assign this to States or to private contractors, or do FICFA 
employees have the responsibility of making sure that those certifi- 
cations are there? 

Mr. Price. We didn't do any assignment to the State agencies in 
the case of community mental health centers. We, instead of doing 
that, relied upon the attestation that the providers would send in 
with their application. So, in effect, no survey or no on-site inspec- 
tion was done. 

Senator Levin. So there is no certification on those clinics at all, 
no requirement? 

Mr. Price. Other than this attestation statement that accom- 
panies an application. 

Senator Levin. OK. Now, in terms of the other providers that 
we— for instance, there was one study where there were, what, 
4,000 providers that were certified? Let me go to your testimony. 
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You indicate that HCFA has certified in this case 350 agencies who 
can bill Medicare, but the State of Florida has licensed 1,340 home 
health agencies. Now, in this case, the providers are licensed by the 
State. Is that what we rely on for licensing, the States? 

Mr. Price. Correct. 

Senator Levin. And what we do under Medicare is say, if a State 
has licensed a home health agency, that satisfies our licensing re- 
quirements. Is that it? 

Mr. Price. Yes, and so most of these people have just chosen not 
to go through the certification process and get their own number. 
They function as subcontractors and they make visits and all that. 

Senator Levin. But are they still licensed? 

Mr. Price. Yes, they are. 

Senator Levin. And we rely on State licensing for that, is that 
correct? 

Mr. Price. Right. 

Senator Levin. Should we rely on State licensing for those or 
not? Should we have our own licensing requirements and enforce 
them or should we continue to rely on the States? 

Mr. Price. I think we should do one or the other. I think the cer- 
tification process— si nee most of the visits are being done by these 
other entities, the certification process becomes a sham. Three hun- 
dred and fifty of the agencies are certified, and yet most of the vis- 
its are being done by this other 1,000 that are just licensed and 
have not gone through the certification process. So either we ought 
to just stop doing certification for all of them or we ought to require 
all of them to be certified by Medicare if they are going to render 
services that Medicare is going to pay for. 

Senator Levin. OK, but I just want to be real clear. Under cur- 
rent regulations, if a home health agency is licensed by a State, 
then that person can act as a subcontractor, is that correct? 

Mr. Price. Yes. 

Senator Levin. Now, do we want these agencies to be owned by 
doctors, or is there not a conflict situation that is created in that 
situation? You have a problem of doctors referring patients to 
themselves. 

Mr. Price. Right. 

Senator Levin. Now, is that an issue here? 

Mr. Price. I think that is the question. If the doctor was doing 
the certification for those patients and he was also the owner, then 
I think that would be the problem, not his ownership, per se, if he 
owned stock in the company or something, but didn't do the certifi- 
cation. 

Senator Levin. So if we don't permit people to be licensed who 
are not medically trained, we would then have to have some provi- 
sion to make sure that people are referring folks to entities that 
they have no interest in. We have that conflict problem, is that cor- 
rect? 

Mr. Price. That is correct, and that gets into the need to have 
good ownership information and honest reporting by providers of 
who their owners are. 

Senator Levin. I don't know how we are handling time. Could I 
ask just one more question and then I will be done? 

Senator Collins. Sure, absolutely. 
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Senator Levin. I am sorry, Madam Chairman. 

Senator Collins. No. That is quite all right. 

Senator Levin. The recommendations which you have both made 
to agencies— I would like to know the response. You both have been 
part of an effort by the administration, by HCFA, to get at fraud 
and needed changes in the Medicare area. 

Dr. Dymon, first, you have made a whole series of recommenda- 
tions. What has been the response of the agencies to whom your 
report has been made to those recommendations, or is it too early 
to know? 

Ms. Dymon. I think it is probably too early. Senator. Some of 
these recommendations have been filtered to our central office in 
Baltimore at HCFA, but I have not yet seen any action on the rec- 
ommendations. 

Senator Levin. Mr. Price. 

Mr. Price. I think it has taken too much effort to get a lot of 
the priority established and more aggressive action within HCFA, 
and I have raised that as a problem. However, I have seen a lot 
of progress in Miami. The on-site reviews began more than a year 
ago. The number of applications for DME suppliers in Miami in 
1997 for the whole year was down 74 percent from 1996. The num- 
ber of DME suppliers is actually down by more than 100 in Miami, 
even though it is up in the rest of the State. And I think people 
have mov^ out of Miami into other parts of the State and into 
other parts of the country. 

So, what is being done in Miami I have encouraged be done na- 
tionwide with suppliers and clinics and all. So I think it is sort of 
a mixed bag. It is tough to get the priority established for things 
when there is so much going on in a bureaucracy as big as HCFA 
and Medicare is. 

Senator Levin. Madam Chairman, I was unable to be here ear- 
lier this morning. You may have already covered this, but if not, 

I would ask the Chair to refer this testimony and the specific rec- 
ommendations made this morning either by these witnesses or oth- 
ers to HCFA for their specific response. The provision of home 
health care, for instance, is just simply too important to be under- 
mined or tarnished by fraud, abuse, waste, or lax administration 
of the regulations. People count on home health care; it makes a 
difference in people's lives. It is an important alternative to a nurs- 
ing home. 

And when we run into the situations which you have described 
and other witnesses have described this morning about violations 
and abuse and waste, we are jeopardizing a very important pro- 
gram. We cannot allow this program to be destroyed or tarnished 
or undermined by waste and by abuse and by fraud. We have got 
to go after the fraud and the waste and the abuse. I have seen too 
many instances with my own eyes of just how important home 
health care is, for instance, to human beings, to live-in folks in my 
own State whom I have visited in their homes. It makes a dif- 
ference in their lives, and so people who abuse it are not only 
cheating the taxpayers, they are also undermining a very signifi- 
cant program which makes a huge contribution to the well-being of 
so many citizens. 
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So, again, I want to thank our Chair for what she has done here 
and ask, if it hasn't already been done, that this testimony be re- 
ferred to HCFA, along with other testimony this morning, for their 
response in a prompt way to the very specific proposals which have 
been made by our witnesses. 

Thank you. Madam Chairman. 

Senator Collins. The Senator's suggestion is an excellent one, 
and therefore you might be interested in my next question to Mr. 
Price, which is we are aware that HCFA has just recently insti- 
tuted a requirement for a surety bond. But it is my understanding 
that the South Florida task force nearly 3 years ago, in March of 
1995, recommended to HCFA management that suppliers of dura- 
ble medical equipment be bonded. Is that correct? Was it back in 
1995 that that recommendation was made? 

Mr. Price. Yes, it was. 

Senator Collins. I think that points out a very important issue 
that the Senator has just touched on that frequently those who are 
on the front lines, as these two individuals are, are the ones who 
know best how we can tackle this problem in an effective way. 

I only have a couple more questions that I want to raise. One, 
Mr. Price, in your conversations with our staff you described a situ- 
ation where I think it may have been one of the community mental 
health centers was actually teaching people the macarena and bill- 
ing the Federal Government. Is that correct? 

Mr. Price. Yes, that is correct. The particular session that was 
observed by the ORT nurse reviewers— that is what they were 
doing. It was considered dance therapy and the people were stand- 
ing up and going through the motions with the music and all. So, 
that is what was observed at one of the sessions that was sup- 
posedly the mental health therapy that was being provided. 

Senator Collins. And how much was the center billing for teach- 
ing people to do the macarena? 

Mr. Price. That facility was being paid $200 a day for each pa- 
tient. That was the amount of money, and you are talking 15 to 
20 people, normally, in each center, each day, was typical, so you 
can see how much money is involved. 

Senator Collins. An expensive dance lesson, I would say. Would 
you agree? 

Mr. Price. Yes, ma'am. 

Senator Collins. My final question to both of you is whether 
HCFA management is devoting enough resources to training the 
staff at HCFA in program integrity activities. Do you think that 
enough emphasis and enough resources are going for that purpose. 
Dr. Dymon? 

Ms. Dymon. In Region IX, we have devoted an abundant re- 
source pool to educating surveyors at the State level in all four 
States. Recently, HCFA has given approval for Region IX to train 
Region X, which is the Seattle region, and at the end of next month 
the State of Idaho surveyors will be trained in home health survey 
techniques, as well as in detecting curious activity. 

I soundly support HCFA's resources be directed toward devel- 
oping the State agency surveyor, a thorough training course in not 
only the regulations, but also the Medicare program requirements 
for home health agencies. A well-trained surveyor can detect fraud 
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and abuse if they know what the program requires and when they 
see that the program is not being supplied. 

Senator Collins. Thank you. 

Mr. Price, do you think that it is enough of a priority and has 
enough resources and people are trained adequately? 

Mr. Price. No, ma'am, I don't think so. I would say particularly 
the program integrity aspects and safeguard aspects that should be 
emphasized, I don't think are enough, and that is true for HCFA 
staff, but also for the contractors and State agency folks. So often, 
we only know whatever th^ choose to tell us and I don't feel like 
there has been enough training and work to get information and 
data that we need to know from them either. I think that this is 
all part of the area of program integrity, is being able to get good 
information and all. 

And I just think it is a lack of priority among management, and 
that gets back to the emphasis that is placed on it; the corrective 
actions that come from it in backing and supporting and working 
with the people. We have had very good experience working with 
contractor and State agency staff in Florida in the reviews we have 
done and with the IG audit people and all. And so, working to- 
gether, you can certainly do more effectively, but it is really a mat- 
ter of commitment and support by the management to take correc- 
tive actions when they are found. Otherwise, people get beat down 
real easily. 

Senator Collins. Thank you. I want to thank both of you not 
only for coming forward and giving us your testimony today, but 
for the valuable work that you are both doing. I am very proud to 
have you both working for the Federal Government and I appre- 
ciate all your efforts. 

It is evident to me, based on the testimony that we have heard 
today, that if we are ever going to get control of the fraud infecting 
the Medicare program, we must stress fraud prevention. That has 
to be our emphasis. There is simply no way that law enforcement 
efforts alone will be able to curtail the massive amount of fraud 
that we are seeing. 

In 1997, only 363 defendants were convicted in Federal court for 
health care fraud, and that includes all kinds of health care fraud, 
not just Medicare fraud. Law enforcement certainly plays an impor- 
tant role, but it seems to me that in combatting this kind of illegal 
activity that we have to do better at preventing it up front. When 
you look at the number of existing Medicare providers and compare 
that to the number entering the system each month, if we don't do 
more to screen effectively up front, we will never get a handle on 
this problem. 

There are almost 1 million providers that bill Medicare. In fact, 
since 1993, there were over 100,000 billing numbers issued just for 
DME companies nationwide. To police this system, there are only 
219 FI FIS criminal investigators nationwide. Clearly, the resources 
are disproportionate to the problem. If the strategy is to rely on 
law enforcement alone to solve the problem, then what I fear is 
that we simply aren't going to make much progress. We can't afford 
to continue to certify people so easily, to write those checks, and 
then ask the tough questions later. It reminds me of trying to bail 
out the Titanic with a plastic bucket. It is just not going to work. 
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So I appreciate the efforts that you are making, and we would 
welcome any further thoughts or recommendations that you might 
have on how we can slam the door shut up front to prevent bogus 
businesses and outright criminals from entering the Medicare sys- 
tem. Again, I want to thank you very much for your testimony and 
your assistance to us. 

I also want to thank the PSI staff for doing an excellent job in 
what has been a very complicated investigation, and I want to 
thank all the law enforcement officials and HHS officials who have 
assisted us in this regard. In particular, on PSI staff, Tim Shea, 
Don Mullinax, Eric Eskew, Ian Simmons, Mary Robertson, and 
Lindsey Ledwin all played key roles, and without them we would 
not have been able to get the kind of evidence that was presented 
today. And, finally, I do want to again thank J ohn Frazzini, who 
played a key role in helping us as a detailee to the Subcommittee 
and has continued his excellent efforts in this r^ard. 

So thank you very much, and this hearing will stand adjourned. 

[Whereupon, at 12:40 p.m., the Subcommittee was adjourned.] 
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Madam Chairman and Members of the Subcommittee: 

At your request, I am here today to testify about my activities to steal from the 
Medicare program. 

Before I begin my testimony, I want to thank you and this Subcommittee for 
respecting my request to keep my identity protected during this hearing. This is a 
dangerous world, and I sincerely fear for my safety. Thank you again. 

My professional training is as an electrical ^gineer, and at the time when I started 
billing Medicare, I was the owner of a nightclub in the Miami, Florida area. Before 
purchasing a medical supply company in 1988, 1 had no experience or training in health 
care services. I also had no idea how the medical supply business worked or anything 
about the Medicare billing process. 

Without this experience and with no knowledge of the Medicare program, 1 
purchased a business and started billing Medicare. It was very easy for me to get 
approval from Medicare to become a provider. I simply filled out an application and sent 
it to Medicare. They gave me a provider number over the phone. No one from the 
government or anywhere else ever came to me or my place of business to check any 
information on the application. No one ever checked my credentials or asked if I was 
qualified to operate a medical supply business. 

My primary business was suppling nutritional milk to elderly people in southern 
Florida. As I understand it, this program was designed to provide the supply kits like 
feeding tubes and food such as milk to old people who were too sick to eat this food 
without assistance. They were supposed to be so sick that they couldn’t swallow whole 
food. I ended up billing Medicare for patients who were eating steaks and other solid 
foods. 


At first, in order to start billing the government, I bought milk and offered it to 
elderly people in the Miami area in exchange for their Medicare beneficiary numbers. I 
hired people to tell the elderly that this was free milk from the government and that they 
only needed to have a Medicare number to qualify. These recruiters went to community 
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centers and apartment buildings where large numbers of senior citizens were present to 
get new patients for my companies. 

Several doctors were also paid to sign Medicare forms certifying that the patients 
needed this nutritional milk. They were paid about $100 for each formed signed. 

In the beginning, I bought the milk in case government investigators came to look 
at my business. I thought I needed to show them that I bought milk in order to bill the 
government. I used these numbers to bill Medicare over and over again for high cost 
nutritional services when I just gave them some cheap free milk. 

Later, I realized that I didn’t even need to buy the milk. No one from the 
government ever came to question my billings, and so I just paid recniiters to get 
Medicare beneficiary numbers. 1 used these numbers to bill Medicare month after month. 
I provided no services, and just received checks from the government. 1 usually received 
between $180,000 and $200,000 per month from Medicare. In one month, I billed 
Medicare over $500,000, and no services were provided. This program was a gold mine. 
I know of no other business where I could make the same money without any risk. 

The government actually made it easy for me to steal. 1 was not required to 
produce any documents in support of the claims I made to Medicare for any of my 
companies. I became rich very fast billing the Medicare program. 

My big^t mistake in this fraud scheme was buying the milk. I would have made 
more money if I didn’t spend any money on the milk. 

By the time I was arrested in 1994, 1 owned seven medical supply companies and 
employed approximately 20 people for the sole purpose of billing Medicare. I started new 
companies so that the government would not discover the large number of claims being 
paid to any one company. I ran these seven companies out of the same office, using die 
same people and with the .same computers. I was billing Medicare for over 2,000 patients. 
I provided no services for the claims submitted. In the end, I estimate that my companies 
billed Medicare about a total of $32 million, and most of this was fraud. 

I was indicted in federal court for this Medicare fraud scheme and charged with 
several felony violations of the law. I admitted my involvement with this illegal activity, 
and I willingly cooperated with the government. I pleaded guilty to 17 felony charges, 
including fraud against the United States, false claims, and paying kickbacks. I am now 
serving 10 years in federal prison for these crimes. 

That concludes my statement, and I will try to answer any questions that you may 
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have. 
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Madam Chairman and members of the Subcommittee. 

Since PSI’s June 1997 hearing on Emerging Fraud in Medicare Programs, the 
Subcommittee has uncovered several weaknesses in the procedures used to enroll Medicare 
providers. These weaknesses have allowed full-time con artists, with little or no experience as 
health care providers, to enter the Medicare program and to defraud millions of dollars from the 
nation’s taxpayers. 

In 1996, the Health Care Financing Administration, or HCFA, standardized the enrollment 
form when it mandated use of the HCFA 855, an application form entitled Medicare General 
Enrollment. Health Care Provider/Supplier Application . Using durable medical equipment, or 
DME, and home health care as examples, I want to Iwiefly show the flow of the HCFA 855 form 
from preparation to approval. 

As these two charts show, the application process for DME and home health care 
applicants can be divided into four phases: submission, review, verification or site visits, and 
approval. The focus of PSI’s investigation was on the adequacy of the third phase of the process 
which is the verification of data provided by the applicants on the HCFA 855 forms. 

As I stated earlier, the HCFA 855 form standardized the Medicare enrollment process with 
respect to the manner in wWch information was gathered, however, it did not expand or increase 
the verification activities related to the information submitted by applicants. 

The HCFA 855 form, for example, requires that a prospective provider include its business 
location. Preparation instructions for the HCFA 855 form specify that this address cannot be a 
post office box or a mail drop. HCFA, however, does not ensure that physical verifications are 
performed on a nation-wide basis to determine whether prospective providers are using actual 
business addresses. 
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PSl’s investigation has reveled that many DME companies have used mail drops that 
£^>pear on the enrollm^t form to be legitimate street addresses. As an example, here is a copy 
of one provider’s Medicare application which shows that the business location is 1204 Avenue 
U, Suite 201 in Brooklyn, New York. Hctc is the i^ysical location of 1204 Avenue U, Suite 201 
— a nail drop. If y<m lode ck^ly at die tuivertisement in ihe window, you cm see “SUMMER 
SPECIAL, 12 month Post Office Box Rentals, $60 For Year, $5 Per Month, One Time Only.” 

As ^own by diis example, it is diffiailt to determine, fitrni jua readii^ applications 
whether M^care pro^ders are usir^ mail boxes or if the a(kiiesses are ^tuaJ physical locations. 
This makes physical verification even more essential. Before I continue, I would like to point 
out tibal diis mail drq) was the rqx>ited location of two New York con^^es that provided DME 
product aixi MRI tests. These companies submitted Medicare claims totding $3.4 million and 
received payments of about $500,000, but no services were provided. 

PSI investigators travel«i to New York and Miami to see first-hand the weaknesses in 
the enrollment process and to met with Special Agents from the HHS’s Office of Inspector 
General, Special Agents from the FBI, Federal and State Medicare and Medicaid officials, and 
two convicted felons. 

During the PSI visits, we photographed several locations, like the one ^own earlier, 
where DME compruiies and other providers had operated out of mail drops and bogus store 
fronts. I would like to !^ow the Subcommitt^ a few ofiier locations photograf^ed by PSI 
investigatoi^. 

The first photogr^hs are tihe reported office location of two physiciaia who fxovided 
DME and MRI tests. As you can see, this is a launderette. As we walked thrcnigh the 

door, we saw (he usual washers/dryers. However, when we reached the back of the launderette, 
we found several mail boxes which is where the two physicians received Medicare payments of 
about $117,000. These two fi^yacians bill^ Medicare for claims totaling over $690,000, but 
provided no products or services. 

The next photograj;^ is the reported location of a Miami health clinic diat performed 
di^nostic tests. As you s^, this is a Mail Box Etc. Medicare jmid at least $300,0{K) for tests 
at this location, but no tests were performed. 

The next photograph is the refxnled location of a Miami health clinic. As you can see, 
this is a vacant store front Medicare paid this “clinic” approximately $2 million, but no services 
were provided. 

This final photograph is the reported location of 14 Miami health care companies that 
provided DME products and services. As you can see, this is an airport runway. M^icare paid 
at least $6 million for claims submitted by these companies, but no services were provided. 



As these photographs show, had HCFA officials required site visits of these companies 
prior to issuing provider numbers, Medicare would not have paid these “bogus” providers $9 
million. 

While in Miami, PSI investigators also visited an office complex comprised of three 
buildings that is known to rent office space to DME suppliers. This particular office complex 
had housed 45 DME suppliers over the past four years. These companies billed the Medicare 
program over $20 million during this time period. Of these 45 suppliers, only 2 had not been 
imder revocation, suspension, or in violation of the Supplier Standards. 

Upon physical inspection of one buildii^, PSI investigators found that only one of the 
offices was open for business which seemed strange since it was only 3:30 in the afternoon. 
Posing as entrepreneurs, PSI investigators questioned the one owner about his business. The 
owner’s office was scantly furnished with a desk, filing cabinet and telephone. 

This DME owner told us that the medical siqsply business is a lucrative business. He told 
us that he makes about $4,000 a month but he knows of other owners who make $20,000 a 
month. The owner told us that Medicare has inv^tigated his company three times and because 
of the problems that come with these investigations, he is planning on expanding his business to 
Orlando and is organizing a consortium of 37 DME suppliers so that when one supplier is 
investigated the cash flow from Medicare will not dry up. PSI investigators found that this 
particular provider had submitted Medicare claims for $500,000 and had been paid about 
$200,000 for DME supplies. 

In conversations with Medicare investiga^rs in Miami, “set-ups” such as the one used by 
this particular supplier are very common among fraudulent DME suppliers. These investigators 
told us that they have found hundreds of DME companies that were nothing but mail drops, 
grimy auto shops or empty warehouses. For example, one oftice had a lady sitting in a room 
with four desks — each desk represented a different company. There was a telephone on each 
desk along with a different script for the lady to read when answering calls. 

Throughout PSI’s investigation, the common theme among the health care fraud experts 
was that the government must do a better job of preventing these con artists from obtaining 
Medicare provider numbers or law enforcement officials will not be able to weed out the 
unscrupulous providers fast enough. 

That concludes my testimony. I would be glad to answer any questions that the 
Subcommittee may have. 



62 



Medicare Fraud & Abuse 


Testimony of 
John E. Hartwig 

Deputy Inspector General for Investigations 
Department of HeaHh and Human Services 


Hearing before the 

Senate Committee on Governmental Affairs 
Permanent Subcommittee on Investigations 
January 29, 1998 



Office of Inspector General 
Department of Health and Human Services 


June Gibbs Brown, Inspector General 





63 


Testimony of 

John E. Hartwig 

Deputy Inspector General for Investigations 
Department of Health and Human Services 

Good morning. I am John E. Hartwig, Deputy Inspector General for Investigations for the Office of 
Inspector General at the Department of Health and Human Services. I am accompanied by two of 
our investigators; Assistant Regional Inspector General for Investigations, Cathy Colton from 
Miami and Special Agent Susan Frisco from New York. We are pleased to appear before you today 
to describe our experiences with high-risk individuals who have gained access into the Medicare 
program. First, I would like to share \vith you my current observations of fraud in the Medicare 
program and compare it to what we were dealing with when I first became an investigator more than 
20 years ago. 

I believe the appropriate descriptors of today’s health care crimes are complexity, higher dollar 
amounts, and technological sophistication. Twenty years ago, Medicare expended $22 billion, and 
we were primarily investigating single-subject cases. A million dollar case was considered rather 
large. Currently, the program outlays exceed $200 billion, and multiple-subject cases are 
commonplace. We see millions of dollars stolen in a single scheme; and with today’s technology, 
fraudulent providers can bill the system electronically, make quick hits for large amounts of money, 
and move on before being detected. Today’s criminals know where the radar is and how to fly under 
it. Let me elaborate. 

Complexity . Today’s providers are typically highly networked through, for example, parent 
companies and subsidiaries with branches all over the country. Where we used to have fraud by a 
single provider affecting billings in only one or two States, it is now common to find billings by a 
provider group flowing through many States. Something that may appear on the surface to be a local 
scam can unfold into a complex, organized fraud with systemic and, sometimes, nationwide 
implications. Conversely, we sometimes find fairly complex operators who can perpetrate their 
scheme quickly in an area, close down, and move on to a new locale to evade detection. 

Dollar Amount . When the OIG audited a statistical sample of Medicare’s $168.6 billion in fee-for- 
service benefit payments reported for Fiscal Year 1 996, we estimated that the range of improper 
payments was $17.8 billion to $28.6 billion. The midpoint was $23.2 billion-about 14 percent of 
the payments. Our auditors did not set out to quantify how much of the improper payments could be 
fraud, but our sense is that some of the improper payments more than likely went beyond error into 
the realm of intentional misrepresentation. As an entitlement program that has grown to huge 
proportions, Medicare provides criminals with a large tai^et. Years ago, Willie Sutton said he 
robbed banks because that’s where the money is. Today, Medicare is where the money is; and 
today’s Willie Suttons are lined up to get what they can. That is why sound program oversight by 
HCFA and aggressive, well-organized law enforcement are necessary. 

Technological Sophistication . Medicare is a program inherently at high risk for payment errors 
because it has 38 million beneficiaries, processes and pays 800 million claims annually, contains 
complex reimbursement rules, and has a decentralized operation. The Medicare computer system is 
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in an interim state of development in which it accomplishes its mission of paying claims quickly but 
sometimes fails to detect conditions indicative of fraud with any degree of certainty. The Medicare 
program was built on a voluntary system of trust— trust that medically necessary services, equipment, 
and supplies would be provided appropriately to those who are entitled to them and that the claims 
for reimbursement would fairly reflect whatever was provided. The system was initially designed to 
pay claims, not to monitor for abusive practices. When people violate this trust, everyone— 
beneficiaries, taxpayer, and the program-pays. 

One alarming aspect of the fee-for-service review I mentioned earlier is that, on the surface, the 
improper claims appeared to be correct. The claims were prepared in a manner the system would 
accept and pay. Specifically, 99 percent of the improper payments in our sample were detected 
through medical record reviews coordinated by the OIG in conjunction with medical personnel. 

When these claims were submitted for payment to Medicare contractors, they contained no visible 
errors. 

Types of Abusers 

We believe most health care providers are honest in their dealings with Medicare. That is not just a 
token statement, but a firm belief When we talk about fraud, we are not including health care 
providers as a group. We are talking about pockets of illegal activity falling here and there on a 
relative scale of egregiousness. Those who knowingly and wilfully set out to misrepresent claims to 
Medicare are the focus of my work as an investigator. 1 believe, however, that the importance of our 
work is not only to protect the taxpayers, but to make the Medicare environment one in which honest 
providers can make an honest living providing honest services without finding themselves in 
competition with criminals. 

This hearing deals with the extreme end of the scale. That is, those individuals who singlehandedly, 
or as part of a conspiracy, set out to rob the Medicare program while providing little, if any, service 
to beneficiaries. I do not want anyone to conclude that we believe that even a significant percentage 
of providers fall into this categoiy. We are talking about people who should never have been 
allowed to participate in the program and how we need to keep ottiers like them out of the program 
in the future. Unfortunately, though, even a small number of bad individuals can wreak enormous 
damage on the program. Before I get into some case examples, I would like to discuss the context in 
which these crimes occur. 

Provider Numbers — The Key to the Bank 

For many years, the OIG has expressed its support of strengthening the process by which providers 
are allowed to participate in Medicare, particularly with regard to tlws system by which they are 
assigned billing numbere. We have also been concerned that excluded providers continue to bill 
Medicare because of ineffective monitoring of existing numbeis and the ease of obtaining new 
numbers. We strongly believe better controls at the “front-end'’ of the Medicare payment system, 
i.e., the application for and assignment of the provider number, will result in less in^propriate 
payments and cut down the efforts being expended to recoiq? past improper ]^ymente. Such controls 
should also deter a substantial amount of fraudulent behavior, although it is unlikely we can ever 
fully prevent the more sophisticated thieves from gaining access to program participation. 
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In 1988, the OIG issued a report describing the fact that every Medicare contractor for each State had 
its own system of issuing provider numbers. The OIG felt that if a uniform provider agreement were 
instituted, all contractors in all States would be asking for the same information, thus protecting the 
integrity of the Medicare program. Subsequently, we issued a report on carrier maintenance of 
Medicare provider numbers in which we were concerned that HCFA's direction to carriers was 
inadequate and that carriers did not systematically update provider files or deactivate provider 
numbers without current billing history. We made suggestions to improve the controls over provider 
numbers. Last year, HCFA expelled several diousand suppliers of durable medical equipment that 
were believed to be out of business because they had not billed Medicare for more than a year. So, 
we are seeing some improvement there. 

Our office has also expressed concern about Medicare’s practice of issuing multiple provider 
numbers. Medicare contractors may legitimately issue more than one provider number to a provider 
based on multiple specialties, multiple office locations, or group practice settings. Providers receive 
different numbers or modifiers if practicing under different specialties or, in the case of durable 
medical equipment suppliers, when they have different subsidiaries operating under the same 
company umbrella. Multiple provider numbers compound the risk of improper payments because 
some unscrupulous individuals use multiple numbers to defraud the system and to make detection of 
their behavior more difficult. 

In the past, the lack of a commonly available unique identifier made it virtually impossible to verify 
the legitimacy of a program applicant. For example, if a person had been excluded from the 
programs based on fraudulent activity, he or she could nonetheless obtain employment with another 
provider or become full or part owner of a business that applies for participation in Medicare. We 
are very pleased that the Congress and the Administration included provisions to address the need for 
a standard identifier and other administrative simplifications in the Health Insurance Portability and 
Accountability Act of 1 996 (HIPAA). The HIPAA required the Secretary to adopt standards for 
unique health identifiers for all individuals, employers, health plans and health care providers and to 
specify the lawful uses of those identifiers. In addition, the Balanced Budget Act of 1997 (BBA) 
authorized the Secretary to collect SSNs and EINs from entities paid under Medicare Part B, 
Medicaid, and Child Services Block Grants (after completion of a study on how to protect privacy of 
the numbers). These numbers are required from the entity, persons with ownership or control 
interest (5 percent or more), its managing employees, and subcontractors. Entities who do not 
provide complete ownership and control information can be refused a provider billing number. The 
OIG, HCFA, and the GAO have been in general agreement in recent years that this authority is 
critical to monitor provider billing activities effectively and to keep excluded or other problematic 
providers from coming back into the program under the cloak of a new business arrangement. 

New Enrollment Safeguards 

The BBA provides methods to ensure that only stable, legitimate businesses get into the program. 

For example, the BBA authorizes HCFA to refuse to enter into contracts with convicted felons. The 
Secretary could stipulate, for example, that individuals convicted of embezzlement not be allowed to 
enroll as Medicare providers even if the convictions did not occur in connection with a health care 
business. 
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Also, program entities owned or controlled by the family or household members of excluded 
individuals can be excluded. This latter provisions prevents an excluded individual from continuing 
to do business with Medicare through a company allegedly owned by a family or household member. 
Some excluded providers have been able to escape the impact of their sanctions by expediting 
transfers on paper of their ownership and control interests in health care entities to family or 
household members while retaining true, silent control of the businesses. 

In addition, the BBA authorizes the Secretary to require surety bonds of some or all providers of 
items or services, other than physicians or other practitioners. It specifically provides that home 
health agencies, durable medical equipment suppliers, and certain others, must provide HHS on a 
continuing bases with a surety bond of not less than $50,000. We have recommended this in the past 
as one method for reducing the number of “fiy-by-night” and fictitious providers. 

Durable Medical Equipment 

The durable medical equipment (DME) supply industry has been a high-risk provider group for years 
and, although some major improvements have been made in HCFA’s management of the benefit, 
DME continues to be fraud-prone and a major concern. 

Medical equipment and supplies include several categories of items. Durable medical equipmenJ 
(DME) are items that can withstand repeated use and include hospital beds, wheelchairs, and other 
equipment that physicians prescribe for home use. Prosthetics and orthotics are devices that replace 
all or part of an body organ and include leg, arm, back, and neck braces as well as artificial legs, 
arms, and eyes. In addition. Medicare classifies enteral and parenteral nutrition therapy under the 
prosthetic device benefit. Medical supplies include catheter, ostomy, incontinence, and wound care 
supplies. Medicare Part B paid more than $6 billion in 1997 for medical equipment and supplies. In 
addition, Medicare Part B beneficiaries pay a 20 percent copayment for those items. 

Before businesses can bill Medicare for sale and rental of durable medical equipment, they must 
apply for and receive a billing number. To help assure that applicants are bonafide businesses, 
HCFA requires that each supplier meet 1 1 standards. Despite such safeguards, however, HCFA 
reported in 1996 that out of a sample of 36 new DME applicants in the Miami, Florida area, 32 were 
not bona fide businesses. Among other problems, some bogus applicants did not have a physical 
address, or an inventory of durable medical equipment. According to HCFA staff, those companies 
should not have been issued a supplier number because they were not operational entities. 

In light of this situation in Miami, HCFA asked the OIG to determine whether similar problems exist 
elsewhere in the coimtry. Accordingly, we recently sampled suppliers and applicants in 12 large 
metropolitan areas in New York, Florida, Texas, Illinois, and California, In that inspection, we 
found that in 40 percent of the cases, one or more of HCFA’s 1 1 standards were not met. We also 
foimd that one out of every 14 suppliers and one of every 9 new applicants did not have a required 
physical address. A physical address is required for suppliers because it allows beneficiaries a place 
where they can reach suppliers about DME needs and problems. A physical address provides a place 
where beneficiary and financial records should be kept for oversight purposes, and the physical 
address is usually where suppliers keep their inventory. When we checked questionable addresses, 
we usually found that the business had closed or had a questionable presence at the address. Some 
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addresses were a mail drop location only or the address was nonexistent or could not be located. 
Thirteen percent of the suppliers we inspected gave their residence as the business address. This is 
not to say that home-based companies are automatically suspect, but they do make HCFA’s oversight 
more difficult. Problems with physical addresses, such as we have described, often indicates 
potentially nonlegitimate business arrangements. A classic example is a case we uncovered in the 
Miami, Florida area. 

The Miami Investigation 

This investigation began in 1 994 when a private citizen in Miami forw arded to us dozens of 
Medicare Explanations of Benefits forms which he mistakenly received in the mail. The forms 
showed that multiple beneficiaries were each provided liquid nutrition by 6 different DME 
companies. All of the beneficiaries involved were reported by the DME companies as having the 
same, incorrect address. All of the companies billed, and were paid by, Medicare for the services 
supposedly provided to the beneficiaries. 

As part of our investigation, we contacted the beneficiaries, and all denied receix ing the services. 

We then visited several of the business addresses which these DME companies reported to Medicare 
and iound that none had an actual office or business location. Instead, all were located at mail box 
drops, such as “Mail Boxes ETC.” We began investigating the claims submitted to Medicare by 
these companies and interviewed some of the companies’ “owners,” eventually securing the 
cooperation of several. Through the use of interviews, sun'eillance, and other investigative 
techniques, we found that what we initially believed to be 6 or so fraudulent companies, operating 
independently, instead were only pan of a larger, violent crime ring that defrauded the Medicare 
program of approximately $6.2 million. 

The ringleader in this operation was Ulisses Martinez who lived in the Miami area. We found that 
Martinez had entered the United States illegally, some years before, through use of a forged 
Panamanian passport. In or about 1992, Martinez and some associates began buying the names and 
Medicare numbers of beneficiaries, which would provide the fuel for the scheme. They purchased 
most of the names and numbers from two different sources: 

• from secretaries in doctors’ offices, who had easy access to patient information and 
physicians’ Medicare billing numbers; and 

• from recruiters. 

Recruiters are persons who canvass nursing homes, adult living facilities, and private neighborhoods 
to find Medicare beneficiaries. In exchange for the beneficiaries’ name, address, and Medicare 
number, the recruiter typically offers free groceries, rides to visit friends or relatives, or even cash. 
Martinez paid recruiters $100 per name and Medicare number, and knew he could make his money 
back a hundredfold by billing Medicare. Recruiters continue to thrive in the Miami area, and there is 
no shortage of unscrupulous health care providers who will pay lop dollar for legitimate Medicare 
numbers. 

Martinez’s sought out persons to help him run his fraudulent Medicare businesses, and thereby 
provide a layer of “fall guys” in case the scheme was uncovered by law enforcement. Martinez told 
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several people that he was a member of the “Movement for the Liberation of Cuba,” and wanted to 
open Medicare businesses in order to raise funds for Cuban freedom fighters. This was a persuasive 
argument in the Miami area. He lured other people with the promise of easy cash. 

Martinez paid these co-conspirators between $1,000 and $5,000 per month to be the titular heads, or 
“nominees,” of his companies. In return for their monthly salary, each nominee was directed to 
incorporate the business in their own name and to sign as corporate officer on the Medicare provider 
application for their company. All of the nominees also signed blank company checks, which they 
turned over to Martinez. 

Some conspirators knew from the beginning that Martinez’s businesses were fraudulent, and 
eventually everyone came to realize that the businesses were a sham. However, conspirators told us 
they were afraid they would be killed if they backed out of the scheme. Martinez was known for 
being heavily armed and traveled in the company of bodyguards. It was clear that Martinez was 
known as a violent, well-armed criminal. 

Ultimately, we found more than 20 fraudulent health care companies linked to Martinez, all of which 
followed the pattern of using mail drop locations, and being fronted by nominees, while Martinez 
controlled the fraudulent proceeds. By tracing his bank accounts, we found that Martinez purchased 
8 properties in the Miami area, which were bought with cash or cashier’s checks and totaled about 
$ 1 .2 million. 

Martinez fled the United States soon after he got word of our investigation; two associates fled with 
him. We believe Martinez took with him a great deal of the money he stole from Medicare. 

Altliough two of the eight properties he purchased wHlh Medicare-derived funds were seized and 
forfeited, the remaining six were sold before he fled the country. 

We were able to successfully locate and prosecute nine other conspirators for their part in helping 
Mailinez run his DME companies. Eight of the conspirators pled guilty to Medicare fraud-related 
charges, and the ninth chose a trial by jury. This man confidently passed out contraband Cuban 
cigars, labeled “Compliments ofUlisses Martinez,” in the federal courtroom during his trial. Despite 
his generosity, he was convicted on all counts. All of the conspirators were ordered to pay 
restitution, ranging from $70,000 to $500,000, and several received sentences of imprisonment. As 
of this dale, Martinez remains a fugitive. 

Martinez is an example of a criminal who gained access to Medicare and billed the system without 
any intention of actually providing any of the services, equipment, and supplies for which he billed. 
We investigated a similar case in New York. 

New York Investigation 

Our investigation of the New York case began with beneficiary complaints that Medicare was 
billed for orthotic supplies the beneficiaries never received. The complaints centered on 5 durable 
medical equipment (DME) supply companies that proved to be nonexistent. In expanding our 
review, we found that Russian criminal elements were billing Medicare under the provider 
numbers of totally fictitious or inactive companies for supplies and services that were never 
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actually provided. Within a year, our investigation revealed approximately 20 provider numbers 
that were involved in the billing scheme. None of the provider numbers was representative of a 
legitimate company that was actually or actively in the business of providing the supplies and 
services that were being billed. In addition to oithotic supplies, the Medicare program was being 
billed for magnetic resonance imaging (MRI) services and ear implants. 

Our investigation of the activities behind the, numbers revealed a common scenario. The 
perpetrators: 

• used h'ont people in the Medicare program application process; 

• obtained inactive provider numbers and used them to bill the program; and 

• used mailbox "drop" locations to receive payments for services never rendered. 

The OIG was drawn into investigating this scheme after numerous Medicare beneficiaries 
complained to their carriers about not receiving the services for which Medicare was being billed. 
We interviewed the beneficiaries and verified that claims were being submitted for services that 
were not actually rendered. These companies billed Medicare for millions in fraudulent claims. 

In one instance, three of the companies billing for ear implants received checks from Medicare 
totaling approximately $1 million in less than a month. The bank where the money was being 
deposited became suspicious and called the carrier which, in turn, stopped payment on the checks. 
The Medicare carrier had placed a system alert on these companies if they submitted claims for 
MRI services, but the fictitious companies began submitting claims for ear implants and were 
getting paid. As a result of this investigation, HCFA has implemented controls which are now in 
place to help prevent this type of scheme. In another instance, Medicare payments for over $5 
million for MRI services were discontinued by the carrier after suspicions were aroused. 

After interviewing beneficiaries, our agents conduct interviews with mail box rental 
establishments and confirmed that several mailbox "drops” were being opened by the same 
individual, using five different Russian passports. Our interviews with bank officials revealed th^ 
the same individual renting the mailboxes was also opening bank accounts at their respective 
establishments. The cooperation of the banks atid mail box store owners was invaluable. 

We arranged a meeting with representatives from several of the banks at which this individual had 
opened accounts. The meeting resulted in creaticm of a flyer that was provided to all bank 
employees. Several days later, a bank employee recognized the man as he attempted to withdraw 
$35,000. The bank security was alerted, who then alerted the New York Police Department. The 
individual was arrested and later turned over to Federal custody. The local carrier was also 
notified and, within a 24-hour period, stopped payment on checks totaling over $325,000. 

The true identity of this individual was revealed through fmgerprint analysis. Our investigation 
found that the man, Yury Bizayko, was a "front” person for Russian criminal interests and that he, 
indeed, used five different aliases. We also discovered that Yury had a criminal history in the 
United States which included assault and driving while intoxicated. Yury was recently sentenced 
to 30 months incarceration, three years supervised release, and was ordered to pay restitution in 
excess of $1.5 million. 
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In one situation, Yury, acting on behalf of the criminal enterprise, met with a DME business 
owner after she placed an ad in a Russian newspaper to sell her medical supply company. Yury 
advised the owner that he wtmld pay $5,000 for the company provider number if she also provided 
him with the names of beneficiaries and doctors. The DME owner allowed Yury to take her 
incorporation papers for the company, purportedly so that Yury could review them with his 
attorney. Several days later, Yury went back to the owner and staled that his attorney advised 
him it was illegal to purchase the company. The Russians then took tte name of the business that 
was for sale, had the provider address changed and began fraudulently billing Medicare under that 
business name. 

We have also arrested a second individual who claims he worked for Russian criminal interests 
that instructed him to open accounts, endorse checks, and make deposits and withdrawals. He also 
pled guilty and was sentenced to six-monUis home detention, three years probation, and was 
ordered to pay restitution to the government of more than $100,000. 

I want to emphasize here that die Medicare carriers did a good job of setting up controls and 
limiting losses during the investigation of this case. Although over $27 million was billed under 
this scheme, a little over $1.5 million was actually paid out. Yury Bizayko has been ordered to 
repay the $1.5 million in restitution. However, even wifli our arrests in this case, the fraudulent 
schen« is continuing. Federal prosreution has Kit deterred certain criminal elements from 
pursuing this ftaud. Other subjects are currently under investigation. We have found that, as a 
part of this scheme, fictitious companies are being incoiporated in other States. The criminal 
interests are finding new ways to “ganK" the system and take advantage of weaknesses in the 
reimbursement process. 

CoDclusitm. 

In conclusion, Mr. Chairman, we firmly believe that criminal elements in health care fraud are not 
isolated to the schemes discussed in my testimony. We will be actively overseeing how the new 
restwrces and safeguards proviM in die HIPAA and BBA are used to determine dieir 
effectiveness in prevendi^ and combating criminal activities. We are also looking forward to the 
new program of on-site inspecdons being initiated by the Administration to ensure that medical 
e^ipment siqqiliers are providing the medical devices they claim they are. For true criminals, the 
only effective safeguards are tough-minded program measures to prevent fraud and a strong law 
enforcement presence with equally strong penalties applied to defrauders. This concludes my 
testimony. My coltet^ues and I welcome your questions. 
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MEDICARE SUPPUER NUMBER APPUCATIOK 
(ONLY AUTH<XIIZ£D PERSON UAYCOIlnCTt THISFORUJ 
(Pt»a— Typ» Of Print W AddWowU Sp>ao» to N— d*d. Atfch AddHtoo*! Sh—ti) 


Senate Permanent Subcommittee 
on Investigations 
EXHIBIT # 4a 


XJ inittai ruing 
□ R«vis«d Ring 


1. IDEKTIFYMQ MFORMATKM 


. Nam* of SuppA*r •* Lagally Est*bfiih*d 
STIRLING ^ROWITZ 


B. Busin*u Nam*{a} 
SAME 




C. Str**t Addrass 

1204 AVE U 


Otf 


D. Telephorte 
( 718) 670-3758 

E. Tax Number (EiN) 

086345338 ! 

F. Mailir>g Address fit dtf^rant th*n C ) 

SAME 

2. TTPE OF BUSINESS 

A. ^ Sole Proprietorship 

C Business Corporation 
n Other 

□ General Partnership 

□ JoitS Venture 

□ ProfessionaJ Corporation 

1 B. Dale Incorporated/Established: 

1 1- 03 12 92 

1 2. 

State 

1. NY 

2. 





X NATURE OF BUSINESS 


CS Durabl* Madical Equipmant 

□ Parenteral and Enteral Nutrition 

□ Drugs/Pharmaceuticais 

□ Dialysis Equip, and Supplies 
iZi Supplies for Nursing Facilities 

□ Other 


□ Oxygen 

□ Customized Items 

□ Orthotics 
d Prosthetics 


Ueente Numben.^^ 086345338-A 
Licensing Agerwy- nYS Tax Authorit 

City/Slate; New York State 

Date License Issued : 05/03/95 
Expiration: 


4. OWNERSHIP/MANAGEMENT INF0RIAAT10N 

A 1 . Does one individual or family own 50% or more of this supplier? ?3 Yes □ N; 

2. Is this supplier a corporation who stock is fisted on the NYSE. AMEX, or NASDAQ? □ Yes Nc 

3. - Do the total assets of this supplier exceed 000.000? □ Yes £ Nc 

If you answer 4.A.I. 'No,* and answer 4.A2. and 3. 'Yes,* proceed to 5 A 

List each individual owner and managing employee (O/EE) of the supplier. If one or more owners of the supplier are other companies, ak 
>ist the name of each O/EE of each of those companies. For each individual include her/his name, credentials, e.g.. M.D.. C.O.. C.P.. etc , 
tille/position and UPIN for physicians or Soci^ Security number (SSN) for nonphysidans: for company owners, indwde their EINs. Each 
individual should be Identified as an owner (O) or as a managing employee (EE), unless you would answer 4.A.I. 'No* and answer 4.A.2. and 
'Yes* for the parent company. 


(11 STTRT.TNG HOROWITZ 

PRESIDENT 

086345338 

OWNER/ 

Name 

TiBwPoeiBon 

UPlN-SSN-tW 

ate 

(2) 




Name 

(3) 

TiOerpMeon 

uPiNSSNrEsr 

CVtE 

Name 

TitiwPMitoo 

UPlNTSSNtlN 

O/EE 

(4) 




Name 

TiflWPoeiton 

UPlN-SSNtW 

QtE 

<S) 




Name 

rmwPoeieon 

UPlN’SSNtW 

OtE 


C. If any owners are immediate family members of a physidan, the following information must be completed. 
NONE 

ReiasonAhtp Phytoan UPltVSSN 

Name 

Name 




( 1 ) 

( 2 ) 

(3) 


Form HCFA-t92 (1-92) 



7 . 



locatioii 9i 2 Ntw Y»rk CHy CoMponlet 
(Plil prodvcH ond Mltl fMlt) 


iMk«F« ckiins MplMNltt«d $3Jl Hiillioii 
^Poyw^t Rm«Iv«iI $500,000 ; 


No Sonricof ProvMod 




75 



RtportW Offic« locotiM of 2 PI 


Modlforo clniiMS sobmlttod - $690,000 
Poymontt IlMoivod - $1 17^000 ^ 
_ No ^nrkos RoiidoroO 



76 







77 





78 



HMltitCHnh’' 

'il' 

KMMMii iestt) 


NUHii«»e Md $30(i,0ft{D!,F«K|ri*iii« 

• . f ' ^ 

>''v '■ M'-: ' : J/V 

Not {*«ffQtmef! 



79 



Clinic^' 
Miiiiliij Fioridii 


Ptilwr# PtiW' II MIliioii 


'1® JertlteS; fteiiwtd 



80 



Uncation of 14 Ki^uUli Cure Companlos 
(DME Protfocts/Servlfesl 

liiaini, Horido 


'V-,h4*v# 


Idr sabmiftetl 
Mb Services Rendered 


fcXHaU 


81 



82 



DEPARTMENT OF HEALTH & HUMAN SERVICES 


DEC 1 7 sgrr 

Fiom June Gibbs Brow 
Inspector Gener; 





SubtectOIG Final Report\._>^'Medical Equipment Suppliers: 
Legitimacy," OEI-04-96-00240 


S«ut< r(iiMii«it Sutcomntttee 
m IncsHiatioiB 

BMIMT* 1° 

Memorandum 


Assuring 


To Nancy-Ann Min DeParle 
Administrator 

Health Care Financing Administration 


Attached is our final inspection report on whether persons who 
obtain durable medical equipment (DME) billing numbers are 
operating bona fide businesses. We inspected 420 enrolled 
suppliers and 35 new applicants for DME billing numbers located 
in Operation Restore Trust States. 

Some suppliers were not operating bona fide businesses. About 
1 of every 14 DME suppliers and 1 of every 9 new applicants 
either did not have a physical address, or the presence of a 
business was highly questionable. Forty-one percent of the 
suppliers and 40 percent of new applicants failed to meet at 
least one Medicare standard- -such as those relating to 
warranties and information for beneficiaries. 

Oversight of suppliers who work out of their homes is 
particularly difficult. Such suppliers are typically away 
during business hours, and access to their residences is often 
restricted . 

The ease and low. cost of obtaining a DME number facilitates 
entry of abusers into the program. For example, no experience 
with medical equipment is required to get a billing number. 

To help assure ethical DME suppliers, we recommended several 
options for the Health Care Financing Administration’s (HCFA) 
consideration. Those options are to charge an application fee, 
require a surety bond, conduct on-site visits, require program 
training for new suppliers, increase review of inactive 
numbers, revise the DME application form, seek authority to 
require applicants' Social Security and employer identification 
numbers, and impose a '6-month waiting period for denied 
applicants to reapply. We were pleased to see that the 
Balanced Budget Act of 1997 authorized the surety bonds and 
called for an examination of the use of Social Security numbers 
and we appreciate HCFA’s support for our recommendations. 
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Page 2 - Nancy-Ann Min DeParle 

Could you please submit within 60 days your plan to implement 
the recommendations. If you have any questions about this 
report, please call me or George Grob, Deputy Inspector General 
for Evaluation and Inspections, or have your staff call 
Mary Beth Clarke at (202) 619-2481. 

Attachment 

cc : 

Melissa Skolfield 
Assistant Secretary for 
Public Affairs 

Margaret A. Hamburg 
Assistant Secretary for 
Planning and Evaluation 

Richard J. Tarplin 
Assistant Secretary 
for Legislation 

John J. Callahan 
Assistant Secretary for 
Management and Budget 



Department of Health and Human Services 

OFFICE OF 

INSPECTOR GENERAL 


MEDICAL EQUIPMENT SUPPLIERS 
Assuring Legitimacy 



JUNE GIBBS BROWN 
Inspector General 


DECEMBER 1997 
OEl-04-96^40 
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EXECUTIVE SUMMARY 


PURPOSE 

To determine whether persons who obtain Medicare durable medical equipment 
supplier numbers operate bona fide businesses. 

BACKGROUND 

Before businesses can bill Medicare for sale and rental of durable medical equipment, 
they must apply for and receive a billing number. Applicants are approved and issued 
such numbers by the National Supplier Clearinghouse in Columbia, South Carolina. 

To help assure that applicants are bona fide businesses, the Health Care Financing 
Administration (HCFA) requires that each supplier meet 11 standards. 

Despite such safeguards, however, HCFA reponed in 1996 that out of a sample of 36 
new DME applicants in the Miami, Florida area, 32 were not bona fide businesses. 
.Among other problems, some bogus applicants did not have a physical address, or an 
inventory of durable medical equipment. According to HCFA staff, those companies 
should not be issued a supplier number because they were not operational entities. 
Further, HCFA staff said such suppliers are typically involved in fraudulent activities. 

In light of the bogus applicants discovered in Miami, HCFA asked us to ascertain 
whether similar problems exist elsewhere in the country. In response, we conducted 
unannounced on-site inspections of 420 suppliers who were issued billing numbers 
between January and June 1996. We also inspected 35 applicants who had not yet 
been approved. Our sampled suppliers were located in 12 large metropolitan areas in 
New York, Florida, Texas, Illinois, and California. 

FINDINGS 

► One of every 14 suppliers and 1 of every 9 new applicants did not have a 
required physical address. 

► Forty-one percent of suppliers and 40 percent of new applicants failed to meet 
at least one supplier standard, such as those related to warranties, information 
for customers, and inventories, 

► Oversight of home-based suppliers is particularly difficult, e.g., typically, they 
are not at home during normal business hours and have answering machines 
that do not identify the business. 


The ease and low expense of acquiring a supplier number facilitates entry of 
abusers into the program. 



CONCLUSION 


Presently, HCFA and the National Supplier Clearinghouse are approving many 
inexperienced, unqualified, and unethical people for supplier numbers. TTie desk 
verification process for approving suppliers is unreliable for detecting unethical and 
improper practices of bogus suppliers. On-site verification is needed, but not for all 
suppliers. HCFA and the National Supplier Clearinghouse may determine that some 
suppliers such as large corporations need no or only occasional site verification. 
Further, the supplier number application form needs to be revised. Presently, it is 
inadequate for judging the suitability of supplier applicants. 

RECOMMENDATION 

HCFA should take quick action to ensure the integrity of Medicare suppliers of 
durable medical equipment The following options would help accomplish that goal 

► Charge all applicants an application fee. 

► Require all suppliers to have a surety bond. 

► Conduct on-site visits at applicants’ physical locations. 

► Require program training for new suppliers by the Medicare regional carriers. 

► Increase the review of inactive numbers. 

► Further revise the application form. 

► Seek authority to require Social Security and tax identification numbers from 
applicants. 

► Impose on denied applicants a 6-monih waiting period before reapplication. 

Implementation of the first option will provide financial resources to implement the 
others. 

AGENCY COMMENTS 

HCFA concurred with our recommendation. Their comments arc in Appendix A. 
The Balanced Budget Act of 1997 authorized Medicare to collect Social Security and 
tax identification numbers and required suppliers to have a surety bond. 
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INTRODUCTION 


PURPOSE 

To determine whether persons who obtain Medicare durable medical equipment 
supplier numbers operate bona fide businesses. 

BACKGROUND 

RequiranerUs For DME Suf^)lier Numbers 

Before businesses can bill Medicare for sales or rental of durable medical equipment 
(DME), they must apply for and receive a billing number. In 1993, the Health Care 
Financing Administration (HCFA) authorized establishment of the National Supplier 
Clearinghouse (NSC), a contractor that reviews and approves applications. Section 
1834 of the Social Security Act requires that applicants and approved DME suppliers 
meet 11 standards. They are 

• fill orders from their own inventory or under a contractual arrangement, 

• oversee delivery of equipment, 

• answer questions, and complaints from beneficiaries, 

• maintain and repair rental equipment, 

• maintain a physical address at the business site, 

• comply with all State and Federal licensure requirements, 

• honor warranties on equipment, 

• accept the return of substandard equipment, 

« disclose consumer information (a list of the standards) to beneficiaries, 

• comply with the ownership disclosure provisions of the Social Security Act, and 

• have proof of lis^bility insurance. 

HCFA has a notice of proposed rulemaking under development which would establish 
nine new standards that DME supplien roust meet. 

The Problem 

Despite the existence of supplier standards and NSC reviews, HCFA reported in 1996 
that 32 of 36 new DME supplier applicants in the Miami, Florida area were not bona 
fide businesses. Among other problems, some bogus DME suppliers did not have a 
physical address, or an inventory of durable medical equipment For example, in one 
location, a small subdivided office supposedly housed four suppliers. Though their 
business licenses were posted in the office, there was no inventory at the site and no 
business was being conducted. According to HCFA staff, those companies should not 
be issued a supplier number because they were not operational entities. Further, 
HCFA said the bogus DME suppliers were likely established to abuse or defraud 
Medicare. Other reviewers such as the NSC, DME Regional Carrier in South 
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Carolina, and Florida Medicaid staff corroborated HCFA’s findings and conclusions. 
Potential Sifft^lcance Of The Pnti)lem 

The NSC issued over 300,000 supplier applications, and over 100,000 billing numbers 
nationwide since 1993. 

It is important to determine the extent that such billing numbers were approved for 
bogus companies that may be intent on defrauding Medicare. Preventing the issuance 
of billing numbers to such companies could result in a substantial savings to Medicare. 
Nationwide, Medicare approved DME claims for a total of $4.7 billion in 1995. In the 
Miami area alone, Medicare paid $406.3 million for DME supplies during a 22-month 
period ending April 30, 1996. 

Some staff with HCFA, NSC, and the DME Regional Carrier suggested that problems 
like those observed in the Miami area may exist in other urban areas. HCFA asked 
us to determine whether problems similar to those encountered in the Miami area 
were occurring elsewhere in the country. We conducted this inspection in response to 
that request. 

NffiTHODOLOGY 

We selected 12 metropolitan areas for review of issuance of DME supplier numbers 
(see chart below). Generally, we selected the largest cities in California, Florida, 
Illinois, New York, and Texas. We used U.S. census population data to identify the 12 
largest cities. We excluded the Miami, Florida area because of ongoing criminal 
investigations of DME suppliers. 


STATES 

SELECTED METROPOLITAN AREAS 

California 

Los Angeles, San Diego, San Francisco 

Florida 

Jacksonville, Orlando, Tampa 

Illinois 

Chicago 

New York 

New York City, Buffalo 

Texas 

Dallas, Houston, San Antonio 


We limited our review of DME supplier numbers to those located in the major 
metropolitan areas of the cities selected. We used U.S. Postal Service information to 
identify zip codes that represented the major metrop>olitan area of each selected city. 
For example, in Chicago, Illinois, the zip codes were 60000 through 60799. In many 
instances, the zip codes covered the selected city and several surrounding cities and 
towns. 
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For each zip code, we obtained from NSC the applications of all DME suppliers 
approved during January through June 1996. During that 6-month period, 1,180 
suppliers in our selected cities had obtained approved billing numbers. We selected a 
purposive sample of 420 of the 1,180 suppliers for inspection. 

For each zip code, we also obtained, from NSC, all applications for DME supplier 
numbers that were pending approval when we began making site visits. From the 53 
pending applications, we selected a sample of 35 for inspection. 

We selected suppliers and applicants without prior knowledge of the legitimacy of 
their business practices. However, we designed our sample of suppliers to include a 
variety of supplier types, including physictai^ optical stores, therapists, orthotists, and 
pharmacies. 

Thereafter, we made unannounced visits to 420 suppliers and 35 applicants, litis was 
as many as possible given our staff resources and time frame. Generally, we used two- 
person teams for each visit. In some instances, an OIG investigator accompanied the 
teams. Each site visit lasted no more than 20 minutes. 

Each team used a standardized checklist designed to document when suppliers clearly 
did not meet 1 or more of the 11 Medicare standards-or worse, did not appear to be 
a bona Ode business. The prime objective of our site visits was to ascertain whether 
or not suppliers and applicants had an appropriate physical business address. Without 
such, compliance vrith other standards was assumed unlikely. For example, without an 
identiriable physical address, beyond a mailbox location, on-site business and oversight 
were not possible. 

In instances where violations of standards were not obvious, we did no further 
inspection work to assure that standards were in fact met. Such a determination 
would have required a long evaluation period for interviews and record reviews. 

OperatkMi Restore Trust 

This inspection was part of the President’s Operation Restore Trust (ORT) initiative. 
The purpose of ORT is to identify and prevent fraud, waste, and abuse in the 
Medicare and Medicaid programs. ORT is a joint initiative involving the Health Care 
Financing Administration, Administration on Aging, Office of Inspector General, and 
various State agencies. In 1995, ORT began targeting home health agencies, nursing 
homes, hospices, and durable medical equipment suppliers in five States for 
evaluations, audits, and investigations, llie five States are Florida, New York, Texas, 
Illinois, and California. These States collectively account for about 40 percent of the 
nation’s Medicare and Medicaid beneficiaries and program expenditures. 
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We conducted this inspection in accordance with the Quality Standards for Inspections 
issued by the President's Council on Integrity and Efficiency. 
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FINDINGS 


ONE OUT OF 14 DURABLE MEDICAL EQUIPMENT SUPPLIERS DID NOT 
HAVE REQUIRED PHYSICAL ADDRESSES 

Medicare standards for DME suppliers require that suppliers have a physical address. 
Such an address is important to allow beneficiaries a place where they can reach 
suppliers about DME needs and problems. A physical address also provides a place 
where beneficiary and hnanciai records should be kept for oversight purposes. Finally, 
the physical address is usually where suppliers keep their inventory. The application 
form for DME supplier numbers elicits a supplier’s physical, mailing, and billing 
addresses. These may be three separate addresses. However, failure to accurately list 
a physical address can result in denial of a billing number to an applicant or 
revocation of an existing supplier’s billing number. 

One out of each 14 DME suppliers we inspected (31 of 420) did not have the required 
physical address~or their presence at the address listed on the application form was 
hi^iy questionable. Tliis means that 7 percent of the DME suppliers we inspected 
need further investigation of their legitimacy. Table 1 below shows reasons why the 31 
suppliers did not have physical addresses. Likewise, 4 of the 35 new applicants for 
DME supplier numbers did not have required physical addresses. An additional 
applicant had an inaccessible address in a secured apartment complex. 

TABLE 1 


STATUS OF ADDRESS VISITED 

SUPPLIERS 

Business had closed 

14 

Had a questionable presence at the address 

8 

Mail drop location only 

4 

Address nonexistent or could not be located 

5 

Total 

■ - - 1 

31 


As shown by the table, 14 suppliers had closed. That is, they were no longer operating 
at the sites shown on their applications for DME numbers-though their applications 
had just been approved during January - June 1996. Most of the 14 had left no 
information behind such as is typical for a business merely relocating. For example, 
according to their landlord, a pair of physicians suddenly closed their ofSce and 
vanished, breaking their lease. In another instance, a neighboring business person said 
the supplier had closed over a weekend, without leaving any forwarding information. 
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Table 1 also shows that eight suppliers had no, or a highly questionable presence at 
the address listed on the DME supplier application form. Residents at or near the 
listed addresses were unable to say whether or not a supplier had ever been located 
there. In such instances, we were unable to ascertain that a supplier was ever located 
at the address given on the application form. We characterized these eight suppliers 
as having a "questionable presence." 

For example, in Brooklyn, New York, a supplier’s address shown on the application 
form was in a building that consisted of four apartments over a laundromat. TTie 
DME company name was not shown on mailboxes or other parts of the premises. We 
interviewed two tenants at the premises who said they had not heard of the supplier. 
Since the numbers had been issued within the last 6 months, we expected the tenants 
to recall the supplier if one existed. One of the tenants said the laundromat space was 
formerly used as a "post office box operation." Further, the phone number shown on 
the DME application was out of service. Thus, it was impossible to determine 
whether the DME business had ever operated at the address. 

FORTY-ONE PERCENT OF SUPPLIERS FAILED TO MEET AT LEAST ONE 
DME SUPPLIER STANDARD 

Forty-one percent (173) of the 420 DME suppliers we inspected failed to meet at least 
1 standard. Likewise, 40 percent (14) of the 35 new applicants for DME supplier 
numbers we inspected failed to meet at least 1 standard. We believe that these 
percentages are very conservative, however. We only looked for prima facie and 
obvious failures to meet standards during our brief site inspections. Our site 
inspections were designed to expeditiously determine when suppliers or new applicants 
clearly did not meet standards. If we did not readily observe a violation of the 
standards during our 20 minute inspection, did no detail examination to find 
violations. Logically, a more in-depth inspection would have revealed a greater 
number of violations. 

Further, 20 percent of the 420 existing suppliers were absent from their business 
addresses at the time of our inspection. Therefore, beyond assessing the existence of 
a physical address, we could not determine whether or not they met the standards. 
Typically, those businesses were closed at the time we attempted our site visits. 
However, had we gotten access to those businesses and owners, we believe we would 
have identified more instances of noncompliance. 

Table 2 lists DME standards in effect at the time of our inspection, and the 
percentage of existing supptien we inspected that failed to meet each standard. With 
one exception, "physical address," the percentages in the table are not based on 420 
suppliers. The percentages are based on the number of sites where we could assess a 
particular standmd. For example, at 306 sites, we were able to assess whether or not 
suppliers met the inventory standard. We were able to check for liability insurance at 
240 sites. At some locations, we could not assess any standards beyond the existence 
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of a physical address. Such locations were where no supplier spokesperson was 
available for an interview and where we could not gain entrance into the business. 

TABLE 2 


DME SUPPLIER STANDARD 

PERCENTAGE/ 
NUMBER THAT 
FAILED 

Consumer information (copy of suppliers standards to 
beneficiaries) 

45% 

111 of 248 

Allow return of unsuitable items 

20% 

19 of 95 

Warranty repairs 

17% 

17 of 101 

Inventory 

9% 

27 of 306 

Liability insurance 

7% 

17 of 240 

Physical address 

7% 

31 of 420 

Maintenance and repair (rented items) 

6% 

8 of 132 

Questions/complaints 

3% 

7 of 206 

Business license 

3% 

5 of 200 

Delivery of hems and equipment 

1% 

2 of 207 

Disclosure of ownership 

0% 

0 of 269 


The Medicare standard failed by the most suppliers was the one requiring them to 
provide a copy of the supplier standards to each beneficiary receiving D^^. Because 
this is perhaps the easiest standard to meet, the high rate of noncompliance was 
surprising. Most of the suppliers that failed the standard said they were unaware of 
the requirement. 

OVERSIGHT OF HOM&BASED DME SUPPLIERS IS PARTICULARLY 
DIFFICULT 

Thirteen percent (57) of the 420 DME suppliers we inspected ^ve their residence as 
a business address. Of the 35 pending Dh^ applicants, 4 were located in residential 
locations. This means that about one out of seven existing DME suppliers claim to 
conduct business out of residences such as a single-family house, mobile home, 
apartment, or condominium. Similarly, about one out of nine of the new applicants 
for DME supplier numbers listed such business sites. 
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Residential DME suppliers create a unique oversight problem for HCFA» NSC, and 
OIG. First, HCFA’s DME application form does not distinguish between home-based 
suppliers and those at traditional business sites. Second, home-based suppliers often 
do not post a sign which identifies their business sites. Third, home-bas^ suppliers 
typically are not at home during normal business hours. Fourth, home-based suppliers 
sometimes restrict public access to their residences. Finally, home-based suppliers 
frequently have telephone answering machines that do not identify their business. 

AppHcalkm Form For DME thtmbm Does Not tdent^ Home-Based Suppliers 

HCFA’s DME number application form does not differentiate between home-based 
suppliers and those at traditional business sites. Such information is important for 
determining which types of suppliers are engaging in improper or fraudulent activities, 
i.e., what are the trends relative to supplier types and fraud. Home-based suppliers 
are not subjected to the same level of public scrutiny as are traditional storefront or 
corporate suppliers. Similarly, home-based suppliers are less accessible for program 
oversight. The need for such oversight becomes more important due to the current 
trend toward home-based businesses. 

At the time we completed our inspection, HCFA was in process of revising the 
application form. However, we understand that the revised form will stiU not identify 
home-based suppliers. 

Residences Frequently Not Ident^ied As A Bumxt 

The physical location of a DME supplier is typically where inventories and sales 
models are kept. It is also the place where teneficiaries come to meet suppliers and 
obtain needed equipment However, we rarefy found a business sign or other 
identifier information that a business was in operation at addresses given by home- 
based DME suppliers we inspected. 

Without identifiers such as signs, it is also difficult for HCFA and NSC to locate 
home-based DME suppliers for oversight purposes. Residential zoning or other 
similar restrictions may account for the absence of a sign, but the fact remains that 
this traditioiial way to identify a business site is simply unavailable with many home- 
based suppliers. 

Givea the absence of such identifiers, our inspection teams were unable to readily 
locate some DME suppliers that we had sampled for inspection. Even after finding 
the address listed on the application form, we were often not sure that we had located 
the supplier. As a result, we were unable in many instances to ascertain whether or 
not DME supplier standards were met More basic than that, site inspections to 
home-based suppliers typically cannot even «)nfirm the existence of a business nor 
ascertain the types of items purportedly being provided to beneficiaries. 
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Business Opaotors T^pkalty Not AS Home During Normal Business Hours 

Only 14 of the 57 suppliers purportedly working out of their homes were present at 
the time of our site inspection, although we conducted our inspections during normal 
business hours. We ascertained through phone calls with some home*based suppliers 
that many of them consider their DME business to be a secondary venture. Th^ 
work on other activities during regular business hours. 

This problem hampers access for oversight purposes, and it increases the cost of 
oversight for HCFA and NSC. To illustrate, monitoring would likely require repeated 
trips, and the trips would likely have to be done outside of normal work hours. 

Because home-based suppliers are typically absence from their residences, it is 
generally useless to conduct on-site monitoring visits during normal business hours. 

This is particularly true for unannounced visits. 

Such difficulty in contacting home-based DME suppliers could affect their ability to 
serve Medicare beneficiaries. 

Atxess To Residences b Sometimes Restricted 

During our site inspections, some neighborhoods and many apartment buildings were 
secured by gates, guards, and buzz-in locking systems. While we were able to use our 
credentials to gain access to locations with security guards, entrance through secured 
gates and into locked buildings was sometimes not possible. 

Persons with less imposing credentials would likely get little or no cooperation from 
security guards whose job is to keep out persons not properly cleared. Gaining access 
to restricted residences could be particularly difficult for Medicare beneficiaries who 
need DME. 

We identified some residences where individuals were inside, but they refused to 
answer the door. In some cases, the individuals peeked through the blinds, 
disappeared from view, and ignored further attempts to speak with them. Without 
gaining entrance and locating someone to interview, oversight is impossible. Neither 
the OIG, HCFA, NSC, nor other oversight officials could, for example, verify inventory 
or determine that beneficiaries are allowed to return unsuitable items. 

Conversely, at traditional business sites, such as stores or office buildings, access was 
not a problem. 

Home-Based Suppliers Are D^fkuU To Contact Bf Telephone 

In most instances, home-based DME suppliers used personal telephones for their 
business activities. In such instances, telephone calls during a supplier’s absence are 
often answered by personal answering machines. However, the recorded message 
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does not always identify the business. In some instances, a caller cannot be sure he or 
she reached the correct number for the DME supplier. 

THE EASE AND LOW EXPENSE OF ACQUIRING A DME SUPPLIER 
NUMBER FAdUTATES ENTRY OF ABUSERS INTO THE PROGRAM 

Despite DME supplier standards and an application review process, acquisition of a 
Medicare DME supplier number is easy. Further, it requires no financial investment 
This, combined wi^ the potential high revenue resulting from having a DME billing 
number, attracts many people—both legitimate and nonlegitimate suppliers. 

No Faumdal Investmeni Required 

Supplying durable medical equipment to Medicare beneficiaries can be a profitable 
business—whether a supplier takes a legitimate or illegitimate approach. Essentially, a 
person only needs a supplier number to bill the Medicare program. That number can 
be (Stained by merely answering a few questions on a simple application form, and 
mailing that form to NSC No investment in a business location nor inventory is 
required. A supplier may arrange for shipment from a manufacturer or distributor 
directly to Medicare beneficiaries. Thus, the supplier does not have to bear the cost 
of keeping an inventory oihsite. 

The absence of an investment allows unethical persons to enroll and test their 
fraudulent schemes at no cost to themselves. During our inspection, we found several 
individuals who applied for and received supplier numbers on a whim. They did not 
know bow or if th^ would use the numbers. Some persons said they decided not to 
bill Medicare after getting the number, and a few asked our inspection team to "take 
their DME number back and cancel it" 

Little Ver^ication OfApp&cadon Iirfonnatkm 

Applicants for DME numbers are required to do little other than assert that the 
information they provide on an application form is true. The NSC verifies only a 
limited amount of information provided on DME number applications. They do so by 
calling the applicant or some third party, such as local licensing agencies and State 
offices that issue articles of incorporation. 

No Experience Widt Medkal Equqmeni Required 

An applicant needs no credentials, and is not required to have any experience with 
medi^ equipment to obtain a DME number, likewise, one does not have to 
formulate a business plan or purpose showing intent to service Medicare benefidaries. 
The absence of such experience and qualifications seems to fociJitate entry of abusers 
into the program. The ease in getting a number unnecessarily opens an opportunity 
for fr^ud or abuse. The following examples illustrate the ease of getting a DME 
billing number, and potential for fraud and abuse. 
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► A woman who lives in an upscale house on a lake applied for and received a 
DME number. She purportedly operates a medical supply company at that 
address. However, her husband openly told us his wife knew nothing about the 
DME business. He said, on the other hand, he did know about the business 
because he is a supplier. Nevertheless, the applicant herself was completely 
ineqserienced-clearly raising questions of why she applied for her own number. 
TTie situation should more potential for impropriety than for operation of a 
bona fide business. 

► A Florida souvenir dealer whose shop is in his garage applied for and received 
a OME number. His main business line includes stuffed alligator heads, 
alligator skin wallets, and stuffed turtles. But because his brother-in-law installs 
wheelchair lifts on vehicles, he decided to add wheelchairs, lift chairs, and beds 
to his line of business. He had no experience or credentials for supplying 
DME- Further, he keeps no DME inventoty. He said he has only filed one 
Medicare claim. 

TTie suppliers described above were only two of many that raised questions on 
suitability for DME numbers. For example, we found dealers in fancy spas, golf carts, 
home modifications, and sports shoes to have DME numbers. We did not establish 
that suppliers such as the above examfries abused the Medicare program. However, 
they clearly raise questions on appropriateness of receiving DME billing numbers. 

CONCLUSION 

It is clear that NSC is limited in preventing issuance of improper DME numbers 
without conducting site verifications of applicants. HCFA staff advised us that the 
specialization of one natianal clearinghouse (NSC) is advantageous for screening and 
issuing DME numbers. We concur. Nevertheless, desk verifications done in 
Columbia, South Carolina carmot be as thorough and effective as on-site verifications. 
We understand the resource implications irf site verifications. However, the cost 
should be easily off-set by a reduction of ftaudulent suppliers entering the Medicare 
program. 

Further, cm-site verificatkm would nM be needed for all applicants. Some low-risk 
applicants nuqr quickly be relegated to desk verification as is currently done. For 
example, site ve^cation of corporate suppliers such as a major chain of pharmacies 
in W^-Mart or Eckerd Drug stores may need limited verification, or none at aU. To 
the extent it is needed, verification would likely be done at the corporate 
headquarters. Our logic here is based on two generalizations from out site visits: 
major chains have a centralized operation, and-a$ a result-staff in a local store know 
ntrUiing about the DME number, nor Medicare claims. 

Our DME on-site inspections inilicate that many unqualified, inexperienced people are 
getting into the DME business. Many DME suppliers we interviewed had little or no 
idea how the Medicare DME business worked. Given the present application process. 


11 
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the only reliable way to discover unethical and improper practices by suppliers is to 
make on-site inspections. 

The current DME application form is inadequate to judge the ability of applicants to 
meet the needs of the Medicare program and its beneficiaries. Although HCFA has 
revised the form, our site inspections suggest that further revisions are needed. The 
current application (Form HCFA-855S) could be more effective, from a program 
integrity perspective. For example, it would be beneficial to have the application 
identify residential business locations, and when suppliers are available to conduct 
business. Similarly, requiring applicants to say whether their business is full-time or 
part-time would be helpful. 


12 



100 


RECOMMENDATION 


HCFA should take quick actioo to ensure integrity of Medicare suppliers of DME. 

HCFA and the National Supplier Clearinghouse have recognized many of the 
problems and issues raised in this report. Both, in fact, supported our data collection 
effort durii^ this inspection. Their positive and constructive steps should help 
improve operation of the DME program. Further, they have begun to implement 
some of the options listed below. Each option should be considered independently, on 
its own merit. 

> /^plication fee: Charge all DME applicants an application fee. The fee 
should cover costs of processing an application and verifying, through on-site 
inspections, legitimacy of the business. 

» Surety bond: Require all suppliers to have a surety bond. The bond should be 
indexed to the volume of Medicare business transacted by a supplier in the 
previous year. Such a requirement would help indemnify HCFA against fraud 
and reduce the number of applicants who apply for a supplier number with no 
clear intent. 

We understand that HCFA’s proposed revision of supplier standards would 
require annual surety bonding for all existing suppliers, and as a condition of 
enrollment for all supplier applicants. 

> verifications: Conduct on-site verifications at physical locations of 
applicants. Several approaches are possible for selecting applicants to be 
inspected. Prin&rily, HCFA could inspect the sites of all new applicants, or 
develop a profile which identifies high risk ones. The OIG would be willing to 
assist in developing such a profile. 

HCFA is presently using a contractor to conduct site visits in South Florida. 

We did not assess that methodology during our inspection. However, HCFA 
report indicate that it is working well. HCFA is currently in the process of 
implementing similar site verification visits in the Brooklyn and Bronx areas of 
New York City. We endorse this action. Such site verification visits would be 
beneficial if done in other geographic areas as well. 

»> Tr aining : Require DME regional carriers to conduct training for all new 
suppliers on program requirements, and on proper billing procedures. 

Suppliers should pay a fee for such training. The amount of the fee should be 
sufficient to completely pay for the training. 


13 
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► Inactive numbers: Increase review of inactive DME supplier numbers. 
Currently, HCFA inactivates billing numbers after four consecutive quarters of 
inactivity. In view of the inactive suppliers whom we found got a billing 
number on a whim, HCFA should consider initially reviewing a supplier’s billing 
activities after a reasonable period-i.e., 90 days or 6 months. Such a review 
and deactivation of inactive numbers could help reduce the number of supplier 
numbers lying fallow. After the initial review, DME numbers found to be 
active could be reviewed annually. 

► AppUcatioo form: Further revise the DME application form. HCFA has been 
revising the supplier application form over the last year in an attempt to better 
meet the needs of a changing profile of suppliers. HCFA has consulted with 
their regional offices, NSC, DME regional carriers, and the supplier industry 
related to those revisions. The new application (Form HCFA-855S) 
encompasses some of the options in this report. However, the OIG would be 
willing to work with HCFA in further revising the application form to reflect 
program integrity concerns raised from this inspection. 

*■ Soda! Security and tax identificatkm numbers: Seek authority to require Social 
Security numbers (SSNs) and emplt^er identification numbers from all DME 
applicants. As part of the overall effort to ensure the integrity of DME 
suppliers, HCFA should seek legislative authority for the Secretary to require 
DME i\pmber applicants—i.e., all managing employees and owners— to provide 
their SSNs and employer identification numbers. Access to those unique 
identifiers will enable HCFA and its contractors to more effectively screen 
applicants. Those identifiers can also facilitate, when necessary, corrective 
actions related to billing aberrancies, fraud, or abuse. For example, the SSN 
could be useful in recovering Medicare funds from a fraudulent DME supplier. 

6-moQth delayed reapfriicatkMi: Impose a 6-month waiting period on applicants 
who are denied DME billing numbers for cause. That reapplication waiting 
period should discourage applicants from foiling to provide pertinent 
information or failing to cooperate with inquiries by NSC It should also keep 
applicants from frivolously overburdening the application process by applying 
repeatedly. Conversely, applicants who apparently pursue their applications in 
good faith, but are denied because of certain minor problems could be exempt 
from the waiting period. 

The implementation of the first option will provide financial resources to implement 

the others. 
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AGENCY COMMENTS 


HCFA concurred with our recommendation. Their comments are in Appendix A. 
The Balanced Budget Act of 1997 authorized Medicare to collect Social Security and 
tax identification numbers and required suppliers to have a surety bond. 


15 
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APPENDIX A 


HCFA COMMENTS 
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E(|uiteibr<!aiiductiiig<m-st«viiit>mtheieiic^ SteviAs in Soutk Florida ire currently bong 
cniliictedbytlMNSC. However, the idtfitiaiul Snding provided by ORT win allow in 
wgaminn of tinge eflhrta. AddidomUy, should we get the legiriaeive authority to ehaige 
applicitioo to, we can place mote eiqiiiatia on enauring diat tupplian meet the tpeciSed 
reqidieaienla in the supplier standards. 

QlGOniiond 

Require progtini nioing &r new suppliers by the Medicaie regional carriera. 

HCPA rjimaent 

HCFAcooeun with the intent of this cecommendition. However, because rfStniled staffing and 
fttanciil resources, iffiFA is unable to lequketrBidsg for afi new sullen atrids date, the 
DMERCs periodically hold treumgseaiiooswlilrii indude training for new auj^ets. Eadt 
DMERChaa its own supplier manuil for foe use oftbestippliai in its area. These 
sigtplier manuals are updated periodically. The OMERCs also pobJish qnatteriy bulletins 
with news, new billing requirciaentSipoUcies, and reanzudets. Wewitlcxidoicwayslo 
inlsnsil^ these efforts. 

Inorease the review of inactive oumbera. 

HgAConanBit 

Weconenr. We have institnted procedures at foe NSC vritereiv it will deactivate siqiptier 
ntnaiseisoaaqaasleriybeisfocs^^ierswhohiveaotbilled&rd^iaitess. IheNSC 
will deactivate suppUer nombeis every 3 months for non-billiiig instead of every year. 

OIG Oonon 6 

Funiis tevise the applicition form. 

HCFACtam rymt 

Weconenr. The fonn has been revised to collect infoonatico on whefoer a supphor 
appiicaatia<^)eiiiingfoaraai»ideaGe. In foch we have developed anew emiffimeat 
process foal teqnitm caniets to veii^ all data ^vtded on foe qiplieiiian, e.g., Ueeuan 
infonnation, prim sanction or exetnsiaa infon^on, place of baskess, ownei^ 
infonaiiioo, billing contracts, tax identification data, etc. TUa infoimatioa is verified 
wifo the atme Ifoenah^ board, OIG, end professional sssociatioiii. WOwonldweletnae 
foe OIG's inpnt on fotnn revisiaaa. 
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S«ck aAeriqr to (eqnoe Social Sccntiqr nd lax idcBtUiadioa aumben 6oa ipplkam. 

Wteaaev. W« ri'ipriMil hgUUiiva auifaoiity under tha AilmmaWDcn'i *M«dic«» and 
Me&aldFRadlWaliandAbuwFieveatioaAsieiidaenliof 1997'(sectioa 121)» 
■UBdatt tint jadmdmb fiovida aodal Mturily moben oa tbc DME ipfilicatioa fina 
(HCPA-M5gX m d ii i liin oniienn»i n ii n nii i <aaipley«q. Tbif ptoviaion wai inclijded 
ia tediaa 43 13 of tta Batanced Bodgat Act cf 1^. 

OlOOBtienS 

lagpoM OB daded ippikMi a 64nalh wailiiig period be&n mppiBaioiL 

HTFi^ OrnuTB 

WcoonoK Wonq|mndtUalcgiclattveaiid)arilyiBidcitbaAdtiaiditnnion’s‘‘Medkan 
aid Madictid Fiaai WMi aod AlnK ])|0nBtka AmaadBiaati of 199T* (Socrioa 122). 
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1.0 Introduction 

Operation Restore Trust (ORT) was a national initiative estaWished by the 
administration in 1 995 to identify and eliminate fraud, abuse and waste in the Medicare 
Programs, The two year project was a combmed, dedicated effort by the Department of 
Health and Human Services' Health Care Financing Administration (HCFA), Office of 
the Inspector General (OIG), Fiscal Intermediaries (FI) Department of Justice, and 
Administration on Aging The Clinton Administration targeted five states with the largest 
Medicare population: New York, California, Texas, Illinois and Florida as the initial focus 
for ORT projects. The combined Medicare expenditures for these five states equaled 
approximately forty percent (40%) of the nation’s total Medicare expenses. 

The HCFA ORT projects allowed the Regional Offices included as state targets, to be 
creative by designing projects to address problems specific to teeir state. Region IX’s 
Division of Health Standards and Quality, Hospital and Community Care Operations 
Branch studied both home health agencies and hospices. 
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In California, as in other states (Texas and Florida), there was a significant increase in 
home heaith agencies. During the years between 1993 through 1995, 321 new 
agencies were certified in California, which was a 70% increase in home health 
agencies. Eighteen new agencies were included in the study. Twelve of the eighteen 
new agencies were terminated due to substandard care. Review of the “new agencies" 
billing histories (Medicare certified between January 1, 1993-December 31, 1994) 
showed fifteen of the eighteen new agencies were billing Medicare over a million dollars 
during their first years of operation (See APPENDIX A). (One agency admitted being a 
registry and never had more than one Medicare patient.) With a flat line survey 
budget, it was becoming imperative that HCFA develop more effective tools to handle 
the expanding survey workload, declining number of surveyors, and increasing provider 
numbers. 

The home health study’s purpose was to determine the best method to target agencies 
for surveys, specifically, data showing abnormally high amount of total reimbursement, 
or average reimbursement per beneficiary. A second goal was to determine whether 
agencies with high reimbursement had an effect on quality of care. Quality of care was 
measured by assessing whether the forty-four agencies’ home health agencies were in 
compliance with the Medicare Conditions of Participation 42 CFR 484.10 - 484.52. If 
an agency had a condition level deficiency, the agency was defined as delivering 
substandard care. (This operational definition is consistent with the State Operations 
Manual (SQM) which defines “substandard" care as an agency with a condition of 
participation out of compliance.) 

1.1 Project Design 

In May of 1 995, California Certified Home Health Agencies were ranked by using 1 994 
and 1995 reimbursement data which showed the total amount reimbursed, per patient 
reimbursed, and the average number of visits per patient billed by California Medicare 
certified home health agencies. When data from 1994 and 1995 were compared, it 
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showed that most agencies had rapid growth in the dollar per patient reimbursement 
and overall total Medicare dollars reimbursed. This Information was used to identify 
agencies for study. In addition to the fiscal data, HCFA also used provider history 
information supplied by the two fiscal intermediaries serving California (Blue Cross of 
California and Blue Cross of Iowa, now Wellmark), the Offices of the Inspector General, 
and complaints received by HCFA to select and prioritize the agencies. An initial target 
list of fifty home health agencies was completed using the data and information 
available 


The Regional Office’s survey format was the extended survey process which is a 
thorough compliance review, examining each standard and Condition of Participation. 
The sample size for clinical record review was standardized for each agency which 
included a total of fifteen clinical records with five home visits. This sample size was 
maintained regardless of the agency's size or number of admissions per year which 
was a departure from direction contained in SOM Transmittal 260 which cites a sliding 
sample size determined by the number of unduplicated admissions a home health 
agency had during a recent twelve month period prior to the survey date. 


The forty-four agencies’ survey history was reviewed which showed none of the 
agencies had been sun/eyed using an extended sun/ey. The project design was a 
modification from the direction in SOM Transmittal 260 which directs surveyors to use a 
standard survey. According to SOM Transmittal 260, October 1993: 

the home health agency survey process consists of a standard survey, a 
partial extended survey and an extended survey. All home health 
agencies must undergo a standard survey. The standard survey 
determines the quality and scope of patient care services provided by an 
HHA as measured by indicators of medical, nursing, and rehabilitative 
care. Each HHA that Is found to have one or more condition-level 
deficiencies under a standard or partial extended survey must undergo an 
extended survey to review and identify the policies an procedures which 
produced the substandard care and to determine if the HHA meets all of 
the Conditions of Participation. 
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SOM Transmittal 260 continues with: 

Review of the HHA’s compliance with: Patient rights (42 CFR 484.10); 
Federal, State, and Local Laws and regulations, the disclosure of 
ownership and management information, and accepted professional 
standards and Principles (42 CFR 484.12); Coordination of Patient 
Services (42 CFR 484.14 (g)); Acceptance of Patients, Plan of Care, and 
Medical Supervision (42 CFR 484.18); Flome Health Aide Services (42 
CFR 484.36); and CHnical Records (42 CFR 484.48). 

SOM Transmittal 260 allowed for the project’s modification with the following statement: 
“An HHA may also be subject to a partial extended or extended survey at the discretion 
of HCFA or the State.” 


All home health agencies using Blue Cross of California as their intermediary had an 
additional review of five paid claims. Blue Cross of California randomly selected five 
paid claims and supplied billing history for the surveyors' review. Clinical records were 
reviewed in a side by side comparison to verity services were rendered using 
corresponding billing history. Discrepancies between paid claims and clinical records 
were referred to the fiscal intemiediary. 


HCFA’s, Federal nurse surveyors conducted the first seven surveys which were later 
termed “Phase I" of the project. These seven agencies were among the highest per 
patient reimbursed home health agencies in California (see TABLE 1). After each 
agency's first survey, sun/eyors identified substandard care. The certification status 
from Phase I showed: 

• Five of the seven agencies were terminated from the Medicare program, 
two agencies were re-certified. 

• Three agencies had four counts of immediate jeopardy which affected the 
health and safety of patients and were terminated. 

• One of the two agencies recertified had a mulB-miilion dollar overpayment 
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levied in 1997 by Blue Cross of Iowa. The overpayment was a result of 
findings from the Phase I survey. In 1997, this agency ceased operation 
and was terminated from the program. 

♦ Two agencies failed to submit evidence of correction and were terminated 
without a second re-survey. 

Analysis made from the Phase I project supported Region IX’s initial belief that an 
agency’s reimbursement data could be useful In identifying agencies with quality of care 
problems and/or possible fraud or abuse activities. Approval was given to expand the 
survey process to include an additional forty home health agencies, to enlist help from 
the State of California State agency surveyors, and to use the same survey format. 

The project moved into “Phase II.’’ 

TABLE 1; Phase I’s Seven Home Health Agencies* Per Patient Reimbursement. 
Certification Status and 1995 Medicare Reimbursement 


Agency 

Per Patient 
Reimbursement 

Totai 1995 
Reimbursement 

Agency 1 

$10,372 

$ 1,192,723 

Agency 2 

$10,566 

$ 1,574,347 

Agency 3 

$ 6,111 

$ 1,423,819 

Agency 4 

$12,338 

$ 3,313,909 

Agency 5 

$ 8,632 

$ 526,547 

Agency 6 

$ 3,794 

$12,297,773 

Agency 7 

$ 7,160 

$ 8,341,360 


1.3 Phase II: State Surveys 

As mentioned previously, a new routine survey approach was undertaken to conduct 
the Federal ORT surveys. To involve the State of California surveyors, we first 
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developed an in-depth training program. Previously, the State did not dedicate 
specialized staff to perform home health sunreys. After the training and survey activity 
that followed, the State adopted specialized teams to survey home health agencies. 

In February 1996, a special four-day training program was held to prepare four, two- 
member survey teams to conduct the ftjrty surveys. The training included classroom 
sessions provided by the Office of the Inspector General and Region IX nurse 
surveyors, plus one week in-field training with a Region IX nurse surveyor. The 
Regional Office supplied historical data extracted from the OSCAR-ODIE System 
detailing past survey history and demographics for the ten agencies assigned to the 
four teams. The survey schedule required five days on-site to conduct the survey, 
including travel time and one week at the surveyor’s home office to write their reports. 

The forty agencies were geographically located throughout the state with twenty-six 
agencies concentrated in Los Angeles County. The State of California requested the 
project begin in the Los Angeles County area. During each team's first survey, regional 
office nurse surveyors were on-site with the state team for the entire week. This 
ensured integration and application of material learned during the training and allowed 
on-site answers to questions. Thereafter, and for each team’s Los Angeles County 
survey, a regional office staff member was on-site for at least one to two days. 

Regional Office staff continued their support by maintaining telephone liaison, technical 
assistance, review and documentation edits for all Phase II HCFA 2567s ‘Statement of 
Deficiencies and Plan of Correction.” The regional office served as the hub for all 
termination actions, informal meetings with providers: publication of reports citing 
deficient practir* (HCFA 2567); reviewer of evidence of correction and/or plans of 
correction following a sunrey; and determinations for scheduling a second sunrey. 
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2.0 Analysis of Compliance and Quality of Care of the Forty-four Agencies 

The study Identified an overwhelming number of agencies provided substandard care. 
Eighty-one percent of the agencies surveyed (36 agencies) had at least one Condition 
of Participation out of compliance after the first survey. Fourteen percent of these 
agencies (five agencies) were terminated with Immediate Jeopardy identified and with 
multiple Conditions of Participation out of compliance. Fourteen agencies had between 
eight and eleven conditions out of compliance after the second survey and each was 
terminated. 

After completion of the project, twenty-one agencies were terminated for providing 
substandard care. TABLE 2 shows the certification states of the forty-four agencies 
selected for review. 

TABLE 2: Comoliaace status of the Fortv-four Agencies 


Compliance Status 

Number of 
Agencies 

Compliance after the 1st sun/ey 

8 

Compliance after the 2nd Survey 

13 

Compliance after the 3rd survey 

2 

Voluntary Terminations 

3 

Terminated after the 1st survey 

6 

Terminated after the 2nd survey 

7 

Terminated with Immediate Jeopardy 

5 


2.1 Areas of Non«CompHance 

The agencies were analyzed to determine compliance with the general requirements 
according to Section 1861 (o) of the Act (Social Security Act). The following analysis 
shows the numbers and percentages of agencies that did not meet compliance. 
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Nine agencies (20%) failed to provide at least one of the qualifying services 
directly through agency employees as required by the regulations. 

Fourteen agencies (32%) failed to identify a Group of Professional Personnel 
that met compliance with the professional discipline component: and, twenty-five 
agencies (57%) of the Groups of Professional Personnel failed to establish and/ 
or annually review the agency’s policies. 

Thirty agencies (68%) failed to maintain a clinical record in accordance with 
accepted professional standards. 

Seven agencies, (16%) operated branch offices without formal notice to the 
State or approval by HCFA. 

Twenty-four agencies (55%) did not have an overall plan and budget for 
institutional planning. 

Thirty-six agencies (82%) failed to meet compliance with the Conditions of 
Participation after the first survey. (Under 42 CFR §498.53(a)(1 ) and (3) and 
§488.24(c), HCFA is authorized to terminate the Medicare provider agreement of 
any provider if it finds the provider no longer meets the appropriate Conditions of 
Participation.) 


Two agencies that were included in the targeted forty agency group withdrew from the 
Medicare program prior to a scheduled survey, and one agency was eliminated after 
learning the Federal Bureau of Investigation (FBI) began an investigation. With the 
elimination of these three agencies, the stale surveyors reviewed thirty-seven agencies. 


The case involving the FBI terminated after the agency’s owners pleaded guilty to 
charges; thereby, the Regional Offit® terminated the agency’s Medicare certification. 
One agency voluntarily withdrew their Medicare Certification three days prior to a 
Federal team's planned entry. The third agency reported to HCFA Region IX that the 
agency did not have any Medicare patients. HCFA Region IX terminated the Medicare 
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provider agreement as a voluntary termination. These three agencies are Included in 
discussion within this paper because the target criteria used for their selection was 
validated by the agencies' actions. 

2,3 Agencies terminated with Immediate Jeopardy 

Six of the forty-four agencies were cited for having a state of immediate jeopardy 
affecting the patient's and/or staffs health and safety. Five of the six were tenninated 
using the fast-track termination process (23-day temnination) due to the immediate 
jeopardy incidents. In each case agencies failed to provide evidence of correction 
responding to the immediate jeopardy situation, or to the HCFA 2567 Statement of 
Deficiency. 

• One agency had two cases of immediate jeopardy identified during a first survey, 
and submitted evidence of correction warranting a second survey. This agency 
was terminated after the second survey, but not with immediate jeopardy. 

• One agency filed for bankruptcy during the termination process and was 
terminated for not providing evidence of correction. 

• Three agencies failed to submit evidence of correction to address the cause of 
the immediate jeopardy situation, and did not submit evidence to correct the 
system problem that caused the situation. 

• One agency submitted altered documents claiming the immediate jeopardy 
situation never existed, and used these documents as support for their evidence 
the situation, if in their opinion, had occurred was conected. 

Some examples of cases where immediate jeopardy was identified include: 

1 One patient's diagnosis was listed as a Decubitus Ulcer, Stage IV which actually 
was a wound dehiscence (a separating of layers of a wound) resulting from a previous 
surgery for a total knee replacement to the patient’s left limb. The patient was infection 
free at the time of agency admission. The agency staff treated the patient with dressing 
changes with no apparent complication or progress for one month. Approximately, one 
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month after admission, the skilled nurse documented the wound had a “foul odor with a 
greenish-yellow drainage" and obtained a wound culture to the right knee. The 
laboratory report documented the right knee was cultured and the gram stain showed 
no organism. The skilled nurse documented the wound status was deteriorating, and 
clinical notes stated, "drainage increasing, saturated through dressing edges." The 
clinical record documented the patient was worried and concerned about losing her 
limb. Seven days after the first documented change in the patient's wound, the patient 
was admitted to the acute hospital for amputation of the left leg. The surveyor 
questioned the agency’s staff about the laboratory report which documented the nurse 
cultured the opposite limb. The agency notified the laboratory about the questionable 
report and later obtained a copy of a new laboratory report which showed Methicillin 
Resistant Staphylococcus Aureus (MRSA) was cultured from the left wound. 

2. A patient's clinical record documented the patient was disoriented and agitated, fed 
via a gastrointestinal tube, was an insulin dependent diabetic with congestive heart 
failure, and had a Foley catheter. During a home visit interview, the surveyor learned 
the care giver irrigated the Foley Catheter daily using tap water. The clinical record 
failed to document an order for irrigations. The surveyor questioned the care giver and 
learned the agency’s visiting nurse instructed the care giver to irrigate the Foley 
catheter using tap water, and nurse demonstrated the technique during her visits. 

3. A beneficiary’s home was a locked board and care facility. The patient’s diagnoses 
were Alzheimer's Disease and cellulitis, and was treated for gangrene of the left toe. 

The surveyor noted a second, advanced lesion on the left, lateral aspect of the foot 
which was not being treated. The physician was not notified of the second lesion and 
no treatment orders were documented. The patient was in obvious pain during the 
dressing change; no analgesics were ordered; and the agency failed to respond to the 
patient's needs. The agency took no action to respond to questions concerning the 
need to alert the physician to the condition change, to secure orders to treat the 
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advanced lesion, or to address the patient's pain and discomfort during the dressing 
changes. 

4. A beneficiary's diagnosis was Decubitus Ulcer, State IV with recent small bowel 
surgery. Documentation showed the lesion was located in the right, lower abdominal 
area. The skilled nurse documented the wound was consistently treated with NaCI, or 
tabie sait. The clinical record documented the patient experienced constipation and 
other bowel problems. Due to incongruent information documenting the pressure 
ulcer’s location and recent surgery, the surveyor interviewed the agency's nurse to 
learn whether the ulcer was "elevated or depressed,” and learned the ulcer was 
elevated, suggesting the "ulcer” was instead, exposed bowel. 

The agency staff failed to react to the "concerns” of the survey team, or, to the 
information learned from the interview. Only after the team called immediate jeopardy, 
did the agency conducted a home visit to re-assess the patient. It was confimied the 
“ulcer” was indeed small bowel, and the patient admitted to a hospital. 

5. A patient was treated with two medications used for treatment of pulmonary 
tuberculosis. The clinical record failed to document a diagnosis warranting anti- 
tuberculin medications, however, more important to this case was that the clinical 
record failed to document why the medications were abruptly discontinued. No 
documentation was available to learn the patient’s cunent status or, rationale for the 
medication to be discontinued. The surveyors were not only concerned about the 
beneficiary’s health status, but, also concerned about the safety of the family members 
living with the patient and agency personnel who contacted this patient. 


6. A beneficiary with peripheral vascular disease had a leg lesion identified as a “non- 
healing, vasculariy caused lesion.” The physician ordered a dermal stimulator unit to 
encourage wound healing. The agency staff admitted they had no experience using a 
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dermal stimulator, and their experience began after the unit was delivered to the home. 
The nurse performing the treatment was the owner of the company and a licensed 
vocational nurse (LVN), the only practitioner delivering care to the patient. The 
surveyor accompanied the nurse to the patient’s home, and observed the wound which 
appeared extremely red, elevated, and inflamed. The LVN telephoned a physical 
therapist who had previously treated the patient for ambulation exercises, and enlisted 
the physical therapist’s consultation for assistance with the wound and adjustments to 
the dermal stimulator unit. (Later it was learned the therapist also was not familiar with 
the unit’s operation.) Neither the therapist nor the LVN notified the physician regarding 
the wound’s status. While the therapist and LVN conversed about the wound’s status, 
the therapist first learned the nurse was not a registered nurse. The therapist assumed 
the LVN was a registered nurse from previous patient encounters, since the LVN 
presented herself as a registered nurse. More important to this patient’s health and 
safety was that the wound deteriorated and the procedure was complicated, justifying a 
registered nurse's collaboration to initially perform treatments, assess the status of the 
leg lesions, and supervise the LVN. There was no registered nurse who treated or 
participated in this beneficiary’s care. 

These examples are but a few egregious examples of poor quality of care. However, 
numerous citations were made cases where beneficiaries did not receive quality care. 
The following examples are clustered into general topics documenting situations when 
Medicare beneficiaries failed to receive prescribed services as ordered by physicians. 

• Insulin injections were given with incorrect dosages of insulin. For example. If 
the physician ordered a sliding scale response to blood glucose values, nurses 
gave either too much or not enough Insulin. Physician’s were not notified of 
abnormally high er low blood glucose values, changes in patients’ eating habits, 
body weights or exercise patterns (all could influence Insulin requirements); and 
patients were treated without orders for necessary Insulin dosages. 
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One agency's clinical notes documented a psychiatric patient had suicidal 
ideation. The patient reported she wanted To walk into the street and get hit by 
a truck." The agency's staff failed to take any action. The agency's poiicy for 
emergency treatment for suicidal behavior was outlined to respond to action yet, 
the agency staff failed to follow their policy or take action. 

Several agencies provided physicai therapy services using contract therapy 
sen/ices. The agencies' contract agreements specified services would be 
rendered with registered physicai therapists. The physical therapists clinical 
notes were routinely typed, documenting the patient's ambulation progress in five 
foot increment gains after each visits. The notes were signed by registered 
therapists. Inten/iews with beneficiaries treated by these therapists stated they 
were routinely treated by individuals other than the names documented on the 
clinical notes (typically the visits were made by therapy assistants); and 
registered therapist only conducted initial visits. These agencies failed to identify 
how the qualified therapist supervised or delegated the visits to the therapy 
assistant. 

Frequently, in Los Angeles County, medical social services were provided 
through contract arrangements. The surveyors found one contractor (who was 
contracted to provider services at most of the surveyed agencies) employed 
unqualified sociai work assistants. The regulations require a social work 
assistant: 

have a baccalaureate degree in social work, psychology, sociology, or 
other field related to social work and had at least one year of social work 
experience in a health care setting: or had 2 years of appropriate 
experience as a social work assistant, and achieved a satisfactory grade 
on a proficiency examination. 

Employees of the contractors were graduates with degrees in Chinese ianguage, 
urban studies, or zooiogy. The agencies using this contractor had high utilization 
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Wound Dressing were not changed according to physician’s orders. For 
example, when a physician ordered an explicit treatment using specific dressing 
materials or procedure(s) the clinical notes failed to document the treatment as 
the physician ordered. In many cases, various nurses treated the same patient, 
each documenting different dressing materials and procedures. 

Nurses failed to check all medications patients may be taking as required by the 
regulations. Often patients took medicalions that were contraindicated, had 
higher than recommended doses, or they exhibited side effects without agency 
staff notifying physicians. One beneficiary had a physician’s order for Paxil 30 
mg. Q.I.D. (four times daily or 120 mg. per day). According to the Physician’s 
Desk Reference the recommended daily dosage is 50 mg. per day. The 
daughter reported to the surveyor that she liked her father sleeping all the time. 
The agency's staff failed to check this medication and alert the physician to the 
dose or the patient's behavior 

Several agencies used non-acceptable practices when documenting clinical 
records. For example, agencies used "white out" to change clinical notes. 
Agencies often expunged visit dates, and photocopied clinical notes which re- 
appeared as subsequent visits. Rubber stamp signatures were used to 
represent physician signatures for orders or plans of care. One agency used a 
“cut and paste" method documenting clinical records, photocopied the same text 
which appeared in several different clinical records. 

Over-utilization of services was a common finding at most agencies with high per 
patient reimbursement, especially home health aide services, physical and/or 
occupational therapy and medical social sen/ices. Agencies rouUnely ordered 
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physical and occupational therapy evaluations tor patients who did not present 
with diagnoses remotely related to problems requiring such therapy. Often 
agencies routinely ordered medical social sen/ice at admission for all patients. 

One agency billed Medicare for a “companion type” aide service by providing 
“respite” for patient's care givers. Home health aide services were ordered twice 
daily (BID), three times per week. For the most part, the beneficiaries did not 
need skilled services and were not homebound. Home health aide clinical notes 
documented assistance for personal care such as manicures, pedicures, hair 
styling, or “just talking." For example, two couples’ clinical notes and/or 
interviews documented the agency promised the care givers four hours of respite 
care three times per week Each beneficiary had physician orders for twice daily 
visits either three or five times per week. The agency staff never left the home 
during the four hours, documented and billed services on alternate hours for 
each beneficiary totaling four hours; the husband was seen from 8:00 - 9:00 A. 
M., the wife from 9:00 - 10:00 A M , the husband was re-visited from 10:00 - 
11:00 A M., and the wife again from 11:00 - 12:00 Noon. 

The same agency supplied home health aides to accompany patients to medical 
and dental appointments. Clinical records documented supplemental physician 
orders to “cover” this arrangement as "PRN orders” (as needed) visits including 
twice daily orders for such visits If appointments lasted longer than one hour. 
Clinical notes showed one aide accompanied a patient to a four-hour cardiology 
appointment. The fiscal intermediary confirmed the agency billed and was paid 
for the visits disguised as visits typically rendered as in-home care. 

Another beneficiary, not requiring any skilled nursing services, had orders for 
twice daily home health aide services. The home health aide's services were 
confined to walking with the patient to the bathroom and washing the patient's 
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back each evening as assistance preparing for night-time sleep. The patient 
stated the aide spent about an hour and a half assisting the beneficiary since 
she ambulated slowly. The physician's orders continued for months, unchanged, 
each ordering twice daily visits for personal care. The clinical record 
documented two clinical notes: one documented a visit between 5:00-6:00 P.M.; 
the second, clinical note documented identical services as the earlier note with 
the time documented as 6:00-7:00 P.M The fiscal intermediary confimied 
Medicare paid for twice daily visits. 

• Several beneficiaries' clinical records were requested using fiscal intermediary 
data. When one agency could not locate records for beneficiaries requested 
from the list, the agency claimed they never treated the patients. At another 
agency the surveyor received some clinical records from the list only to find: no 
clinical notes contained in the requested record; blank clinical notes with only a 
nurse's signature; or, clinical notes with the patient’s vital signs recorded but no 
documentation concerning the visit. When one agency was asked about the 
missing documentation, the agency stated the nurse left the company and 
“absconded" with the documentation. This agency billed and was paid by 
Medicare for these visits. 

2.d Aaeneiaa Terminated after the First Survey 

Four agencies were terminated after the first survey due to their failure to meet 
compliance with eleven of the eleven Conditions of Participation that applied to their 
agencies. (42 CFR Part 484 Conditions of Participation: Home Health Agencies cites 
twelve Conditions of Participation. One Condition, 42 CFR 484.38 applies specifically 
to home health agencies furnishing out-patient therapy senrices on their own premise. 
None of the sampled home health agencies furnished out-patient therapy services on 
their own premise, consequently each agency in the study had eleven conditions 
apply.) Analysis of the four agencies with eleven of eleven conditions of participation 
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out of compliance with the first survey. 

• Two of the agencies failed to submit evidence of correction or an acceptable 
plan of correction in response to the Statement of Deficiencies (HCFA 2567). 

• One agency admitted to altering clinical records while the survey was in progress 
and was terminated. 

• One agency admitted the agency was a registry and did not function as a 
Medicare Certified home health agency. During the twelve month period prior to 
the survey date, the agency served only one Medicare patient who was 
discharged approximately twelve months prior to the sunrey. 

2^ An alysis of the Three Agencies that Voluntarily Terminated Their Medicare 
Certificati on after the First Survey 

Three agencies voluntarily terminated their provider agreements and withdrew their 
Medicare Certification after the first survey found Conditions of Participation out of 
compliance. One agency had eleven Conditions of Participation out of compliance, a 
second had six and the third failed to meet five Conditions of Participation. The agency 
with eleven conditions served the majority of their patients in Board and Care and/or 
Residential Care Facilities. The agency showed high utilization rates of home health 
aide services billing Medicare for visits at least three to five times per week for each 
beneficiary. This agency did not have any Medicare liability outstanding as of their 
termination date. 

A second agency primarily used services from nurse registries, and had poor control 
and monitoring of all contracted services. Patient visits exceeded physician orders and 
records showed patients were seen without physician orders. The owner had a 
second. Medicare certified agency geographically close to the surveyed agency. After 
the survey closed documenting multiple condition level deficiencies, the agency 
voluntarily tenninated their agreement with Medicare and transfened their patients to 
the second agency. When the surveyed agency notified HCFA of their voluntarily 
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termination, their liability totaled $5,556,182. 
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The large majority of patients served by these three agencies and the forty-four 
agencies sun/eyed, maintained the same patient for repeated certification periods. (A 
certification period is 62-days.) Discharges were rare. Clinical records failed to contain 
instructions for timely discharge (as required under 42 CFR 484.18), and beneficiaries 
were kept on service typically for home health aide services to provide personal care. 
The attitude presented by agency staff typically was that “patients were allowed,” or, 
“patients had the right to," continuous care in 62-day segments. Two important 
messages were delivered in these statements. First, the typical plan of care 
encompassed 62-days, whether the patient needed 62-days of care, or five visits for a 
two week period. Agency staff executed a "carte blanche" attitude assuming each 
patient's care would last at least 62-days, and typically supplied home health aide 
services when patients required no qualifying service. Second, with regard to the 
patients "right” to home care, these agencies documented beneficiaries' plans of care 
and clinical notes presenting a patient as homebound, however, home visits and even 
clinical notes documented numerous cases when patients were not homebound. For 
example, plans of care were identical to other patients and/or were repetitive for 
consecutive certification periods. The plans cited a skilled nursing visit was needed at 
least once every week, and clinical notes documented the patient’s condition required 
intermittent skilled nursing services. The agencies’ goal was only to supply home 
health aides to assist patients with activities of daily living. During home visits 
interviews surveyors learned patients were not homebound, had paid care givers or 
family that could provide aide services. 


A second problem was identified; home health aides providing care to beneficiaries 
residing in Board and Care Facilities. California Board and Care licensure requires the 
facility to provide services virtually identical to home health aide sen/ices. The Federal 
Government determined this practice is "double billing" and denied payment for home 
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health aide services when beneficiaries resided in Board and Care Facilities Currently, 
there is no tracking system identifying a patient’s home address as a Board and Care 
facility. Consequently, aide services to this population go undetected. 

Many of the home health agencies with clients primarily domiciled in Board and Care 
Facilities had "ties" to the Board and Care homes. Their connections were described by 
one informant as “payments to ensure continued access," since the Board and Care 
facility provides home health agencies a single-source client population, thus ensuring 
new referrals. Payments were made in the form of medical supplies, food and 
entertainment. (Informants have alleged home health agencies gave freezers full of 
meat, weekly grocery supplies, plus entertainment tickets with choice box locations.) 

Two of the six agencies with seven conditions of participation not in compliance after 
the first survey achieved compliance with the second survey One of the six agencies 
was re-surveyed and determined to have four conditions out of compliance. This case 
was appealed before an Administrative Law Judge who overturned the termination 
decision. HCFA pursued an appeal to this decision with no avail. The agency was 
eventually terminated from the Medicare program because the agency did not have 
Medicare patients. 

2.6 Agencies’ Status after a Second Survey 

Seven of the forty-four agencies were terminated after the second survey for failure to 
meet one or more Conditions of Participation. Fourteen agencies met condition level 
compliance after the second survey and were re-certified in the Medicare program. 

Two agencies had three surveys, and were recertified after the third survey. 


3.0 Compliance Analysis: Focus Los Angeles County 

In Los Angeles County the Medicare enrollment of aged and disabled beneficiaries is 
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approximately one million, or 27.4 percent of California’s Medicare enrollment of 3.7 
million. The 1995 expenditures for Los Angeles County for all services was $5.6 
billion. Los Angeles County expenditures for home health agencies in 1995 was $465.8 
million, and $1 .7 billion in California. The number of new home health agencies grew 
sharply during the early and mid 1990's, as did the expenditures per beneficiary in the 
Los Angeles County area. The majority of agencies identified through the selection 
criteria were concentrated in Los Angeles County (59%). 

3.1 Analysis of Home Health Nursing Services in Los Angeles County 

Los Angeles home health agencies showed the highest number of agencies delivering 
poor quality of care. Fifty percent of the Los Angeles County agencies surveyed used 
contractual arrangements to provide skilled nursing services. The majority of agencies 
developed arrangements with nurse registries to render skilled nursing and home health 
aide services; or, used individual contractors who worked for several different agencies. 
(According to the Federal guidelines an individual who works for the home health 
agency on an hourly or per visit basis may be considered an agency employee if the 
home health agency is required to issue a fomi W-2 on their behalf.) Agencies hired 
independent contracted nurse to meet compliance with Federal Regulations. An 
administrator reported these nurses traditionally brought their “own" patient census 
when hired, treated only these patients, and the nurses required as condition to 
employment, the agency pay the nurse a monthly or flat fee for the “nurse’s patients." 

The standards and conditions were analyzed to detenriine whether the Los Angeles 
County agencies failed the administrative and patient care regulations which addressed 
coordination of services and maintaining liaison between agency staff. We found failure 
to meet compliance was due to a predominant use of non-agency employees, high use 
of registry personnel, and for failure to provide one service directly by agency staff. The 
findings showed what typically was presented as a Medicare Certified Home Health 
Agency was in fact a "Medicare Certified Registry’ or, a home health care registry with 
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Medicare certification. 


Los Angeies County data was studied to determine whether the twenty-six agencies 
met compiiance with patient care deiivery reguiations as required by the Act and 
Conditions of Participation. The citations under the following conditions were used for 
this analysis: 42 CFR 484.18 Acceptance of Patients, Plan of Care and Medical 
Supervision and 484.30 Skilled Nursing Services. Each agency was categorized into a 
group defining how skilled nursing services were provided: directly through agency 
staff, under arrangement, or, in combination using agency staff and under arrangement. 
(See TABLE 3.) Eleven agencies supplied nursing services in combination, using both 
their own staff and contracting with nurses under arrangement; thirteen agencies 
provided skilled nursing services directly by their own employees (using independent 
contractors, part-time, or per diem staff); and two agencies contracted for skilled 

TABLE 3: Compliance with the Conditions of Participation: 42 CFR 484 18 

Acceptance of Patients. Plan of Care and Medical Sirnen/ision and 484 30 Skilled 
Nursing Services in Los Angeles County 


Method used to Supply 
Skilled Nursing 
Services 

Number and Percent of 
Agencies that failed 
compliance with 42 CFR 
484.18 Acceptance of 
Patients, Plan of Care 
and Medical Supervision 

Number and Percent 
of Agencies that 
failed compliance 
with 42 CFR 484.30 
Skilled Nursing 
Services 

Combination (N=11) 

11 (100%) 

7 (64%) 

Contract or Arrangement 
(N=2) 

2 (100%) 

1 (50%) 

Directly by Agency 
Employees {N=13) 

10 (77%) 

10 (77%) 


nursing services in their entirety. Sixteen of the twenty-six agencies used either nurse 
registries or individual nurses under contract to supply nursing senrices. 
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At the conclusion of the study the surveyors reported a correlation between quality of 
patient care and the method agencies used to provided nursing services. Their 
comments included that when agencies regularly used registries (contract or 
arrangement) the quality of patient care was poorer, and there was non-compliance 
with coordination, monitoring and liaison among other disciplines providing care. The 
eighteen, state-wide surveys showed none of the agencies solely provided nursing 
services under arrangement, thirteen provided skilled nursing services directly using 
their employees and five used a combination of their employees and contract staff. 
TABLE 4 shows a comparison of how skilled nursing services were provided by the 
forty-four agencies and their compliance with 42 CFR 484.14 and 484.30. 


TABLE 4: r.nmnarison of Forty-Four Surveyed Agencies Provision of Skilled Nursing 
Services. Los Angeles and State-wide Surveys 


How Agencies Provide 
Skilled Nursing Services 

Number of Agencies 
not in Compliance 
with 42 CFR 484.14 

Number of Agencies 
not in Compliance 
with 42 CFR 484.30 

Directly with their Own 
Employees 



Los Angeles County (N=13) 

11 (85%) 

12 (92%) 

State-wide (N=1 3) 

5 (38%) 

4 (31%) 

Under-Arrangement 



Los Angeles County (N=2) 

1 (50%) 

2 (100%) 

State-wide (N=0) 

0 

0 

Combination 



Los Angeles County (N=1 1) 

7 (64%) 

10 (91%) 

State-wide (N=5) 

4 (80%) 

2 (40%) 


An analysis was made to determine whether a correlation existed between substandard 
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quality of care and an agency's ability to meet compliance with the administrative 
requirements. The regulations were divided into two groups: one group clustered the 
regulations addressing administrative regulations; the other group included delivery of 
patient care and services regulations. TABLE 5 shows Los Angeles County and state- 
wide comparison. 



Care Regulations 


Condition of Participation 
Administrative=A 
Patient Care = PC 

Number and Percent of 
Los Angeles County 
Agencies not meeting 
Compliance (N=26) 

Number and Percent 
of State-wide Agencies 
not meeting 
Compliance N=18 

A 42 CFR 484.12 

19 73% 

6 33% 

A 42 CFR 484.14 

25 96% 

10 56% 

A 42 CFR 484.16 

20 77% 

, 5 28% 

A 42 CFR 484.52 

21 81% 

6 33% 

PC 42 CFR 484.18 

23 88% 

9 50% 

PC 42 CFR 484.30 

19 73% 

8 44% 

PC 42 CFR 484.14(g) G143 

22 85% 

7 39% 

PC 42 CFR 484.14(g) G144 

23 88% 

7 39% 


TABLE 5 clearly shows the majority of the deficiencies with patient care delivery and 
administration occurred in Los Angeles County. Home health agencies in Los Angeles 
County were twice as likely to be non-compliant with Conditions of Participation when 
compared to the agencies surveyed state-wide. 

4.0 Analysis of the Conditions and Standards out of Compliance 

The most frequently cited condition out of compliance was 42 CFR 484.52 Evaluation of 
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the Agency's Program, followed by 484.14 Organization, Services and Administration; 
484.18 Acceptance of Patients, Plan of Care and Medical Supervision, and 484.30 
Skilled Nursing Services. TABLE 6 details the results of the forty four surveys. 


TARI F 6: Results of Forty-four Home Health Ag ency Surveys in California 


Condition of 
Participation 

Condition Title 

Number of 
Agencies 
N=44 

42CFR 484.10 

Patient rights 

6 14% 

42 CFR 484.12 

Compliance with Federal, State and local laws, 
disclosure of ownership information, and 
accepted professional standards and principles 

25 57% 

42 CFR 484.14 

Organization, services and administration 

35 80% 

42 CFR 484.16 

Group of professional personnel 

25 57% 

42 CFR 484.18 

Acceptance of patients, plan of care, and 
medical supervision 

32 73% 

42 CFR 484.30 

Skilled nursing services 

27 61% 

42 CFR 484.32 

Therapy services 

17 39% 

42 CFR 484.34 

Medical social services 

18 41% 

42 CFR 484.36 

Home health aide services 

13 30% 

42 CFR 484.48 

Clinical records 

15 34% 

42 CFR 484.52 

Evaluation of the agency’s program 

27 61% 


Why did these agencies fail to maintain compliance? The following discussion may 
explain the results: SOM Transmittal 260 directs the State Agency to conduct a 
standard survey (five conditions and one standard) during an initial survey. Agencies 
were never surveyed for compliance using all Conditions of Participation 
(administrative, therapy and even skilled nursing services) since these conditions are 
not included in the standard survey. Agency staff frequently stated either they never 
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read these portions of the regulations, or attempted to comply with the requirements 
after obtaining their initial certification. The ORT protocol required the extended survey 
process. Region IX concluded the standard survey process was not a thorough 
assessment of an agency’s compliance with the Conditions of Participation. 

Second, annual recertification surveys in the State of California were not conducted 
routinely as required. In 1994, HCFA Region IX required 100% of the home health 
agencies be surveyed. Prior to the initiative agencies could have believed their 
opportunity to be surveyed was remote. If this was the case, an agency may not have 
“bothered" to comply with the standards or conditions not included in a standard survey. 
This thinking would preclude an agency from conducting an annual program evaluation, 
quarterly clinical record reviews, involve a Group of Professional personnel to function 
or comply with the provisions of the Social Security Act, 

Third, SQM Transmittal 260 directs surveyors to conduct initial surveys even when 
agencies have as few as one, or no patients. Consequently, some agencies were 
never surveyed for their compliance with the patient care standards (for example: the 
skilled nursing, plan of care, therapy or social service regulations). These factors 
coupled with infrequent recertification activity that preceded the 1994 initiative, could 
contribute to an agency's failure to maintain compliance. 

S.O The Influence of Payment and Assessment of Quality of Care 

The study showed a correlation between the quality of care and the amount of 
Medicare dollars reimbursed per patient, which is analogous with the number of visits 
per patient. For example, in 1 995 the national average reimbursement per patient was 
$4,438, yet the top 25% of surveyed agencies showed the average reimbursement was 
$11,257. Eight of the top agencies in the 25% highest average reimbursement per 
patient group were terminated for substandard care; with immediate jeopardy cited at 
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two agencies. Use of the cost per patient reimbursement is a reliable indicator for 
questioning the quality of care delivery. 


5.1 Reimbursement’s Influence on Quality of Care. An Analysis of the Highest 
Reimbursed Agencies f25% or Eleven Aaeneiesl. 

Using the 1995 paid claims data, the top 25% of the forty-four agencies (11 agencies) 
were analyzed to learn the effect reimbursement had on the quality of care, and 
compliance with the regulations. The agencies were divided into two groups, those 
agencies with the highest total Medicare dollars reimbursed in 1995 and those agencies 
with the highest reimbursement per patient. Eleven agencies for each group were 
identified (25%). There were no duplicate agencies named in both lists. TABLE 7 
shows the characteristics of both groups and the certification (compliance) status. 


TABLE 7: Three characteristics of the top 25% feleven aaeneiesl with the highest 
total Medicare dollars compared with the too 25% agencies with the highest reimburse 
per Patient 



Top 25% Agencies with 
the highest Total 
Medicare Doiiar 
Reimbursement 

Top 25% Agencies 
with the highest 

Per Patient 
Reimbursement 

Total Medicare Dollars 
reimbursed in 1995 

$6,014,143-$12,297,773 

$9,310 -$5,235,762 

Number of Patients 

790-2,344 

1 -450 

Per Patient 
Reimbursement 

$3,794 -$7,613 

$7,891 -$15,958 


The findings confirmed agencies with the highest per patient reimbursement did have 
an influence on the compliance status of agencies. The higher the per patient 
reimbursement, the more likely the agency did not comply with the conditions of 
participation. Agencies with high reimbursement frequently showed these common 
characteristics: redundant, meaningless clinical notes; repeated certification periods; 
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care not provided according to the pian of care; visits generated without a physician's 
order; and patients who were not homebound. 

5.2 Provider Liability as of October 1. 1996 

TABLE 8 shows the certification status and provider liability on October 1 , 1996 for the 
forty-seven agencies sunreyed or identified for study. The total Medicare dollars held 
outstanding by the these agencies was $34,121,628 with $30,593,725 owed by 
terminated agencies. 

TABLE 8: Provider Liability of the Forty-Seven Agencies Surveyed and the Three 
Agencies Voluntarily Terminated Prior to the Surveys 


Provider Status or Cause of 

Termination 

Number of 
Agencies 

Total Dollar 
Liability 

Voluntary Termination prior to Survey 

3 

$21,872,000 

Voluntary Termination 

3 

$6,013,817 

Immediate Jeopardy 

5 

$1,410,874 

Terminated after the first survey 

5 

$885,004 

Terminated after the second survey 

7 

$412,030 

Compliance after the first survey 

8 

$1,036,506 

Compliance after the second survey 

12 

$1,413,397 

Agency under appeal 

1 

$1,078,000 

Continued Medicare certification after the 
third survey 

2 

0 

Agency in Hearing Process 

1 

0 

TOTAL 

44 

$34,121,628 


6.0 Region IX Policy Changes 

HCFA Region IX responded to these overwhelming findings. For example, State 
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Agency Letters were promptly issued to alert the Region’s four states (Hawaii, Nevada, 
Arizona and California) to Regional policy changes. The following list summarizes 
those changes: 

a. All Initial home health certification surveys required the new agency must 
have at least ten patients and their clinical records available for surveyors 
at the time of the initial certification survey. This policy included allowance 
for seven active patients with three closed records. Surveyors were 
required to conduct at least three home visits for the Medicare and/or 
Medicare eligible patients. 

b Home Health Agency Branch locations were re-defined. The ultimate 
decision for new branch locations rested with the Regional Office. 

c. The Fiscal Intermediary for all new home health agencies would be Blue 
Cross of California. Formerly agencies could select either Blue Cross of 
California or the former Blue Cross of Iowa. 

d Agency are limited to one follow-up survey when condition level 
deficiencies are identified at the first survey. 

e. All new applicants must undergo a Fiscal Intermediary accounting 
capability verification prior to an initial survey. 

f. All Initial certification surveys must be surveyed using the extended survey 
process. 

Region IX anticipated marked changes in the posture of home health agencies in the 
Region due to the new policies. The Region realized an astounding deterrent effect as 
a result of the ORT project showing a decrease in California Medicare expenditures. In 
1996, the total Medicare payment to Home Health Agencies In California decreased 
13.4% from 1995, almost 100% more than the national average. 

7.0 Recommendations 

1 . The extended sun/ey is a comprehensive assessment of an agency’s 
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performance and should be required at least for alternating sun/ey sequences for 
every provider. The California project demonstrated that in all likelihood 
agencies relied on “false security" suggesting, surveyors would never request 
portions of the information required for review during an extended survey. 
Consequently, agencies failed to maintain compliance. 

2. The sample size must be reduced from the current SOM protocol saving 
valuable money and resources. The California project used the same sample 
size regardless of the agency's size or number of unduplicated admissions. (A 
total of fifteen clinical records with five home visits.) The sample size was 
adequate to assess compliance at large agencies with over 9,000 unduplicated 
admissions and at the smallest agencies. According to the current sampling 
guidelines, six agencies in this project would be subjected to the highest 
numbers for sampling for a 1997 survey, requiring surveyors review at least 
fifteen clinical records and make twenty-five home visits with clinical record 
reviews, or a total of forty clinical records. To complete this assignment at least 
one hundred twenty hours would be required. A two-member team would need 
two weeks (allowing for an eight hour work day) to complete these surveys. This 
is too much valuable time, money and resources to spend surveying an agency 
that could be successfully surveyed with only fifteen clinical records and five 
home visits. We demonstrated when an agency has system problems, those 
system problems will be apparent and detected in all clinical records, regardless 
of a large sample size. 

3. $OM requires the sample of clinical records include a case mix, stratified 
sample. This includes patients with varied diagnoses and patients requiring 
several different services such as skilled nursing, home health aide, physical, 
occupation and speech therapy. The California project followed this guidance, 
however, the sample also included patients with diagnoses not usually requiring 
skilled services. For example, diagnoses were included such as Non-insulin 
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dependent diabetics, Stage I pressure ulcer (no break in the skin integrity, only a 
reddened pressure area), and Acute Rhinitis/Bronchitis (a common cold). We 
found patients with these diagnoses were not homebound nor required skilled 
sendees. 

4. The fiscal intermediaries should participate with the state agencies to identify 
patients for sampling. It was not uncommon for surveyors to be delayed up to 
two days for a list of active patients. This tardiness could be attributed to the 
agency deleting patient names who were particularly “troublesome," private pay 
patients, managed care patients, or patients not requiring skilled senrices. If 
surveyors had a list with recent paid claims prepared by the intermediary, 
sun/eyors could use these clinical records to verify paid claim history; verify 
names of patients against an agency generated list and possibly to detect 
curious activity. 

5. The surveyors should request lists of patients discharged during the past 12 
months. The list should include physician names, patient addresses, diagnosis 
and start of care. Such a list proved very help to verify the true size of agencies, 
showed how infrequent agencies discharged patients, identified patients living in 
board and care homes, and patterns of physicians referrals. 

6. Agencies with condition level deficiencies are required to submit Evidence of 
Correction with their response to the HCFA 2567, Statement of Deficiencies. 
Frequently, the Regional Office learns the required Evidence of Correction was 
not provided to a State Agency, accompanied by complaints surveyors cited a 
condition level deficiency during a previous survey, however, the same problem 
continues to exist at the next survey, or at the next annual survey. The reason 
may be linked to the agency's failure to deliver evidence of correction or take 
action by Implementing a plan to address the system problem causing the 
deficiency. State Agencies should have a thorough understanding of what 
evidence of correction constitutes and not conduct follow-up surveys until the 
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evidence is presented. 

7. The success of the California project was largely attributed to the training 
program emphasizing a thorough understanding of the regulations; field training; 
intense review of the HCFA 2567's documentation; and the dedicated response 
time Regional home health team practiced to answer surveyors’ questions. First, 
reviewing each regulation was the most vital component, but equally important 
was the inclusion of programmatic and fiscal information which is not typically 
taught in the “basic health and safety training courses.” Second, the classroom 
training must be followed with on-sight team participation during a survey with 
state agency surveyors. Third, techniques need to be taught to “streamline” 
surveyors’ work to accelerate reviewing time. Region IX developed forms and 
documentation programs that trimmed hours and organized surveyors’ time. The 
surveyors reported their “surveyor acuity, ” improved, and the time needed to 
assess clinical records, review administrative requirements, and write 
deficiencies was streamlined. 

8. The California ORT project emphasized the need to use surveyors in a more 
contemporary role than just a “surveyor for quality care.” A paradigm shift was 
realized with surveyor attitude and improved motivation when approaching their 
work. Surveyors detected numerous Instances of “curious activity”, and were 
frequently the contact supplying information to the Inspector General’s Office 
and to the Federal Bureau of Investigation. Surveyors are the best resource to 
evaluate home bound status, since they are mandated to make home visits at 
every agency. Surveyors need to be challenged to approaches and 
responsibilities to address the ovennrhelming abuses with home care. 

9. All providers must be screened prior to certification in the Medicare program. 
Systems must be available for the Regional Office to thoroughly check a new 
applicant’s history. Without sophisticated screening systems, HCFA is prone to 
continue allowing convicted felons, former providers who owe the Medicare 
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program for prior overpayments, and nurses who are suspended from practice to 
become our future providers. 

1 0. TABLE 8 showed the number of agencies with outstanding Medicare payment 
liability. The data showed agencies with poor quality of care also were agencies 
that either failed to re-pay the Medicare program for over payments when 
terminated, or continue to owe the Medicare program money even when the 
agency was in termination action. We recommend an agency’s re-certification 
status be dependent on the agency’s payment for their outstanding debt. Prior 
to a second re-survey, the Regional Office should notify the State Agency the 
provider owes the Medicare Program money The agency should take action to 
secure a reasonable time period to repay the Medicare Program. The agency 
should be banned from new admissions; and the re-certification visit should be 
held until the agency re-pays the overpayment. 

8.0 Post Script 

This study was made possible with the dedication of the following Federal and State 
Agency employees: Wayne Moon, Ruth Patience, Deanna Ashford, Sue Blankenship, 
Lilly Martinez, Raymond Montgomery, Vic Resurreccion, Theresa Roy, Josefina Sabino, 
and Pat Smith. 
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APPENDIX A 


EIGHTEEN SURVEYED AGENCIES CERTIFIED BETWEEN 
JANUARY 1, 1993 THROUGH DECEMBER 31, 1994: 
Reimbursement per patient and Total Reimbursement in 1995 


Agency 

identifier 

Date of Medicare 
Certification 

Reimbursement 
per Patient 

Reimbursement: 1995 

Agency 1 

10/07/93 

$5,606 

$4,086,819 

Agency 2 

04/20/93 

$5,400 

$4,023,055 

Agency 3 

08/03/93 

$6,258 

$2,640,905 

Agency 4 

01/14/93 

$7,338 

$1,995,891 

Agency 5 

09/19/94 

$4,354 

$1,341,000 

Agency 6 

12/16/93 

$10,297 

$4,633,775 

Agency 7 

10/19/93 

$12,565 

$3,254,247 

Agency 8 

06/15/93 

$7,867 

$3,744,480 

Agency 9 

11/01/94 

$6,051 

$1,597,544 

Agency 1 0 

09/28/94 

$7,891 

$568,140 

Agency 1 1 

01/07/94 

$6,304 

$1,084,310 

Agency 12 

04/16/93 

$6,779 

$3,877,639 

Agency 1 3 

10/18/93 

$7,580 

$2,819,643 

Agency 14 

10/13/94 

$6,771 

$2,207,414 

Agency 1 5 

08/09/93 

$10,372 

$1,192,723 

Agency 16 

10/22/93 

$8,632 

$526,547 

Agency 17 

08/18/94 

$13,216 

$3,052,980 

Agency 18* 

01/07/94 

$9,310 

$9,310 


•Agency 18 had one Medicare patient. 
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******* 

I. INTRODUCTION 


The Permanent Subcommittee on Investigations (PSI) has scheduled a hearing on Thursday, 
January 29, 1998, at 9:30 am. in SD-342 on Medicare fraud prevention, with particular emphasis 
on the Medicare provider enrollment process. 

Since PSI’s June 1997 hearing on Emerging Fraud in Medicare Programs, the Subcommittee 
has uncovered several weaknesses in the procedures and processes used to enroll Medicare 
providers. These weaknesses have allowed scam artists, with little or no experience as health care 
providers, to enter the Medicare program and to defraud millions of dollars from the nation’s 
taxpayers. PSl’s investigation has revealed, in some cases, that it is more cost effective to verify 
and disqualify pro^)ective providers on the fiont-eiKl before payments are made than to audit and 
investigate allegations on the back-end. 

Traditionally, criminal investigators, auditors and Congressional committees have focused 
on medical service providers who, in an effort to line their pockets with the taxpayers money, 
have skimmed billions of dollars from the Medicare program while providing some services to 
the elderly and disabled. However, in part because of lax enrollment procedures, PSI 
investigators have uncovered a new and growing trend among Medicare fraudsters: full time 
Medicare con-men who have no professional medical b^kground and who provide little, if any, 
service to the elderly and disabled. These con-men increase program costs, reduce quality of care 
and in some cases, force legitimate providers out of the health care business. 

PSI investigators have discovered several dramatic examples of these full time Medicare 
fraudsters: durable medical equipment (DME) companies having no physical addresses or 
inventories that literally operate out of post office boxes; home health agencies that share patients 
and budgets; and community mental health centers charging $300 a day to teach Medicare 
beneficiaries how to dance the Macarena. These examples were discovered without using 
sophisticated investigative techniques. PSI investigators simply made site visits to locations listed 
on several Medicare enrollment sqjplications and those locations included a Mail Boxes Etc. store, 
a laundromat in New York City and a runway at the Miami International Airport. 



The bottom line is, the Health Care Finaneing Administration (HCFA) does not ensure that 
the information supplied by prospective providers is adequately verified by the contractors before 
a provider number is issued. In the case of DME ^plicants, site visits have only recently begun 
in large metropolitan areas. In the past, site visita were never performed. In the case of home 
health agency applicants, state agencies perform initial surveys (site visits) of all prospective 
providers. HCFA reimburses the state agencies for these surveys. The individuals performing 
the surveys, however, are often not properly trained. Therefore, they ate not always able to 
identify certain problems or discrepancies. PSTs investigation confirmed that these inadequate 
verifications result in significant waste, fraud and abuse and can be directly linked to the 
deterioration in the quality of health care received by the elderly in some geographic areas of the 
United States. 

Some individuals enrolling in the Medicare program are not interested in providing quality 
health care, but rather, they are interested in making money. The enrollment process is simple 
and requires minimal financial investment by the provider. This ease of entry into the system, 
combined with the possibility of significant financial gain, attracts many people-both legitimate 
health care providers and illegitimate con-men. 

In the case of DME suppliers, no investment in an inventory is required. A supplier may 
arrange for shipment fi'om a manufacturer or distributor directly to the Medicare benefici^. 
Thus, the supplier does not have to bear the cost of keeping an inventory on site. In addition, 
there’ is no requirement that a DME supplier have any credentials or experience with medical 
equipment The absence of medical experience and lack of financial investment seem to facilitate 
the entry of abusers into the Medicare program. 

For a home health agency, there are virtually no startup costs or capitalization requirements. 
Home health providers do not pay user fees to Medicare; they do not reimburse Medicare for the 
cost of the state agency survey, and many times, they do not even have enough cash on hand to 
meet their first payroll. If it were not for accounts receivable, several agencies would have 
almost nothing to report as assets. Agencies many times lease their office space, equipment and 
vehicles. They are not required by HCFA to own anything. Relying almost exclusively on 
Medicare for income and assets, entrepreneurs are able to open and operate home health agencies 
without fixed assets or startiq) costs. The owners and principals can continue to receive Medicare 
payments because HCFA has few preventative measures.’ 

In the past, Medicare contractors took significantly longer to process and pay claims 
submitted by providers; however, with today’s technology, unscrupulous providers can submit 
numerous claims in a short period of time, receive reimbursements electronically, then relocate 
before they are discovered by auditors or law enforcement officials. The Medicare computer 


^ OIG Final Report, Home Health: Problem Providers and Their Impact on Medicare. 
July 1997, page 10. 
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system is in an interim state of develoinnent in N\1iich it pays claims quickly, but fails to identify 
indicators of fraud. 

The witnesses called for this hearing will offer an opportunity for the Subcommittee to 
^camine Medicare fraud frcnn the pa^)ective of those who are on the front-line, combatii^ health 
care fraud on a daily basis. The witnesses are: 

John M. Fnmini, former PSI investigator, has actively participated in health care fraud 
investigations over the past several years as a Special Agent with HHS-OIG (who will discuss 
the enrollment process as well as some of its weaknesses and will describe the findings and 
observations of PSI investigators tiiat were discovered during their first-hand visits to New York 
and Miami); 

John E. Hartwig, Deputy Inspector General for Investigations, HHS-OIG (who will 
testify that HHS IG is finding, with greater frequency than even five years ago, egregious 
instances of health care fraud and who will offer some theories as to why that is so); 

Bruno Varano, Supervisory Special Agent with HHS-OIG’s New York Field Office 
(\^io will re^nd to questions about the experiences of the New York field office in general and 
about one case in particular dealing with 20 fictitious DME and MRI companies); 

Cathy E. Colton, Supervisory Special Agent with HHS-OIG’s Miami Sub-Office (who 
will respond to questions about the e?q)erience of the Miami field office in general and about one 
case particular case involving six fictitious DME companies); 

H. Donna Dymon, Ph.D., former California Team LeadCT of Operation Restore Trust 
(who will testify about her recent report and personal observations with regard to the weaknesses 
in the Medicare enrollment process and how these weaknesses have affected the quality of care 
in home health agencies); and 

Dew^ Price, South Florida Team Leader of Operation Restore Trust, the Health Care 
Financing Administration’s anti-firaud initiative (who will testify about how the weaknesses in the 
enrollment process have allowed unscrupulous individuals to enter all facets of the Medicare 
Program, including community mental health centers, durable medical equipment suppliers, health 
clinics, and home health agencies). 

In addition, a convicted health care fraud con-man will describe the ease by which he was 
able to enter and bilk tiie Medicare program out of approximately $32 million dollars. Through 
their respective testimony, these witnesses will describe the vulnerabilities and weaknesses of the 
Medicare enrollment process. 
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II. BACKGROUND 

The Medicare program is one of the most generous federd entitlement programs in the 
United States. The program, created dunng the Johnson Admini^nition, used large financial 
rewards in die early years to entice a mhictant medical establislmient to participate? Tte concept 
undeiiying die administratxm of the Medicare program was to create a decentralized system that 
imencumb^ed by a gc^mment Inaeaucracy so that health care provitto would enter and 
remain in the program. From its inception, the Medicare program has placed considerable 
emphads on encouraging health care providers to enroll, while at the same time, largely 
sitooidinating the issue of screcnir^ jmividers before allowing dion to partici|»te in die pro^am. 

TTffi policy of encoui^ng l^th care provitte to enter the Medicare is a double 

edge swoid. On the positive side, this approach has resulted in the Medicare program being able 
to affl yt an alxmdance of qualified providers, 'which undotditedly has satisfied the initial concerns 
of the program’s founders. Regrettably, howerer, this system 1^ created ^ opportunity for 
unscnqiulous individuals to reek serious financial havoc on the program. In July 1997, the HHS- 
OIG reported tiat an estimated $23 billion of Medicare funds were attrit^ted to improper 
payments associated with waste, fraud or abuse during fiscal year 1996.^ This estimate was 
developed usii^ a random sample of Medicare expenditures. This sample did not include 
expenditures related to DME siqjpliers or healdi maintenance organizations (HMOs).* The HHS- 
OIG, however, is currently conducting another review which includes a sample of Medicare 
expenditures of both DME suppliers and HMOs, 

Medicare expenditures for 1998 are estimated at $208.6 billion,^ up from $159.9 billion in 
1995. Even imire alarming is the fact that under current law. Medicare net spending is projected 


^ “Never Mind the Fraud; What Ails Medicare Is Often Perfectly Legal,” The Wall 
Street JowTial. Oct. 9, 1997. 

3 REPORT OF THE FINANCIAL STATEMENT AUDIT OF Tlffi HEA LHiCARH 
FINANCING ADMINISTRATION FOR HSCAL YEAR 1996. Dqiartment of Health and 
Human Services, Office of Inspector General, July 1997. 

* The statistically valid random sample was conducted of Medicare’s fee-for-service 
benefit payments only. 


CRS Report to Congress: (updated April 15, 1997). 
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to increase to $436.4 billion by 2007.® Similarly, the number of health care fraud investigations 
has nearly doubled from approximately 1,000 in 1993 to approximately 2,000 in 1996.’ 

As Medicare payments continue to soar, it is important to closely examine the lax 
enrollment process that has contributed to the excessive waste, fraud and abuse. During the 
Johnson Administration, this may have been sera as a “cost of doing business,” but today it must 
be seen as an infection that continues to spread. Medicare fraud compromises the solvency of 
the program and in some cases affects the quality of care delivered to Medicare eligible elderly 
Americans. 

The Subcommittee’s investigation into the enrollment process for Medicare’s various 
provider groiq^ such as home health care and durable medical equipment, revealed considerable 
short-comings in the administration of the program by HCFA. Described below are examples 
of how HCFA fails to prevent Medicare waste, fraud and abuse through its lax enrollment 
process. 

A. Fraud Prevention Responsibilities 

HCFA was created in 1977 to administer the Medicare and Medicaid programs. While 
HCFA primarily acts as a purchaser of health care services for the Medicare and Medicaid 
beneficiaries, it also has the responsibility to: 

• Assure that Medicare and Medicaid are properly administered by its contractors and 
state agencies; 

• Establish policies for the reimbursement of health care providers; 

• Conduct research on the effectiveness of various methods of health care management, 
treatment and financing; and 

• Assess the quality of health care facilities and services. 

Ultimately, HCFA is responsible for maintaining the integrity of the Medicare program. 
HCFA, however, delegates the majority of the waste, fraud and abuse functions to contractors. 
Thus, these contractors are responsible for administering the enrollment process for prospoctive 
providers to ensure that only legitimate, qualified individuals are enrolled. In addition, each 
contractor has a component re^nsible for identifying cases of suspocted fraud and abuse. These 
fraud units investigate beneficiary complaints and ensure that Medicare Trust Fund monies are 
not inappropriately paid. The fraud units also refer cases to the HHS-OIG for criminal 
investigations, civil monetary penalties, or administrative sanctions. 


® CRS Report to Congress: Medicare Provisions in the Balanced Budget Act of 1997 
(BBA 97, P.L. 105-33), August 18, 1997, page 3. 

’ Issue Brief: Fighting Health Care Fraud and Restoring Trust, George Washington 
University (no. 710), November 18, 1997, page 2. 
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Prior to July 1997, HCFA required prospective providers to enroll in the Medic^e program 
through one of the 43 Medicare Part A (hospital insurance) mtennediaries or 27 Part B 
(supplmentai medical insurance) carries i.e., private insuraiK^e comfmnies diat entor^ into 
contractual relationships with HCFA to process Medicare claims. Collectively, these entities are 
kno^ivn as contractor. Since there 70 contr^tors,* ditare was no unifonn applicaticHi form 
or process for enrolling Medicare providers. In 1996, however, HCFA standardized the 
enrollment form v^en it mandated use of the HCFA 855, an application form entitled, 
MEDICARE GENERAL ENROLLMENT. Health Care Provider/Supglier Apniication 
(attachment #1). 

Although tlie HCFA 855 form standardized the Medicare enrollment process with respect 
to the manner in vriaich information was gathered, it did not expand or increase the verification 
activities related to the irtformation submitted by the applicant. As a result, the requirement that 
prospective Medicare providers complete the HCFA 855 form will not by itself reduce waste, 
fraud and abuse or prevent unscrupulous providers from entering the program, UNLESS there 
is an effective process that verifies the accuracy of the information provided on the enrollment 
fonn. In oUtor wortb, coUectii^ toe mformation is one thing; doing something with it to reduce 
waste, fraud and abuse is another. 

The HCFA 855 form, for example, i«|mres prospective Medicare providers to fiimiito toeir 
social security number. Although collecting social security numbers in the past was not permitted 
by law, this restriction was recently changed by the Balanced Budget Act of 1997.’ 
Notwitostanding tois revision, PSPs investigation tes revealed that no verifications arc performed 
by HCFA to assure toat social security numbers provided belong to applicants or that they are 
even valid numbers. 

Another example of HCFA’s lax verification procedures involves the address/location a 
prospective provider lists on an application. TTie HCFA 855 form requires that a pro^iective 
provider include its business location. Preparation instructions for the HCFA 855 form specify 
toat this address cannot be a P.O. Box or a mail drop. However, very few site visits are made 
to determine vriietoCT pnxqiective providers are uang legitimate business addresses. For example, 
PSPs investigation has revealed th^ many DME companies have used mail drops or P.O. Boxe.s 
that appear on toe enrollment form to be legitimate stre^ addresses. In many cases, the post 
office box number is described on the form as a “suite,” so that P.O. Box 201 becomes Suite 201 . 
Therefore, it is difficult to <fctermine, from just reading the form, whether Medicare providers 


® In FY 98, Part A intermediaries decreased to 40 and Part B carriers decreased to 25. 
There are four DME i^onai carriers (DMERCs) and nine regional l»me h^lth intermediaries 


(RHHIs). 


’ P.L. 105-33. 



are simply using a mail box or if the address is an actual physical location. This makes physical 
verification even more esential. 

More specifically, PSI’s investigation re\reals that there are several examples of “fronts” 
being used in a wide vaiieQ? of Medicare billing scams. Subcommittee investigators traveled to 
New York and Miami where they found several examples of DME con^janies and other providers 
“ope^ting” out of bogus store fronts. In New Yor^ for example, PSI inv^gators found that 
the reported location of two jAysicians was located within a laundromat and was part of a scheme 
that combined several other mail drops and defraui^ the Medicare program out of approximately 
$1.5 million, in Miami, PSI investigators found that the reported location of 14 health care 
companies (DME products/services), if it actually existed, would have be«i located on the nmway 
of the Miami International Airport, This particular case involved several defendants that used 
several different mail drops to defraud the Medicare program out of approximately $6.2 million. 
Another example observed by PSI investigators was a “mail drr^” which was the reported 
location of two New York City companies (DME products and MRi tests) that submitted 
Medicare claims totaling about $3.4 million but provided no services. 

HCFA’s apparent inability to recognize the need for more up-front scrutiny of its 
prospective providers is ma^ quite clear in its own HCFA 855 eni»llmem form. The HCFA 855 
form contains a section that calls for the prospective provider to fiimish information related to 
professional and business licenses, certifications, and/or registration information. However, the 
section ^es that, “Notarized or ‘certified tr\te’ cq>i« ^ o|rtiorml, hit may ^peed the processing 
of this application.”'® Perhaps the word optional ^ould be changed to required . The government 
pljutes absolutely no regwnsibaiity or burden on i^oqsective providers to ajbmit valid documents, 
and ds our investigation has revealed, tiiere are several prospective providers who take advantage 
of this rather trusting process. 

Despite the lack of verific^on of the information submitted on the Medicare provider 
emoilment form, certain procesEses were designed to assure that piovidera meet tire conefitions of 
participation. For example, as part of the home health em'e enrollment process, an initial survey 
is conducted on each home health care provider. The purpose of this survey is to identify 
deficiencies that a Imme health care provider may have with rc^ct to Medicare rules mid 
regulations. Several documents are required by HCFA, including an agency’s budget, capital 
oependiturc plan for a thr^ year period and evidence that a group of professional personnel has 
been established to oversee an ^ency’s quality of care. Tliese surveys are funded by HCFA, but 
are usually conducted by each respective state’s Department of Health. PSI’s investigation 
revealed th^ these procedures look good on paper; however, many times, the individuals 
conducting the surveys have not been properly trained, and therefore, are not capable of 
conducting an effective review. 


HCFA 855 Sec.#3, Professional and Business License/Ceriification/Registration 
Information, page 2. 
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Before businesses can bill Medicare for sales or rental of durable medical equipment, they 
must ^ply for and receive a billing number. In 1993, HCFA authorized the establishment of the 
National Supplier Clearinghouse (NSC), a contractor that reviews and approves applications. 
The NSC is also responsible for issuing a provider’s billing number. Section 1834 of the Social 
Security Act requires that applicants and approved DME suppliers meet eleven standards: 

• Fill orders from their own inventory or under a contractual arrangement; 

• Oversee delivery of equipment; 

• Answer questions and complaints from beneficiaries; 

• Maintain and repair rental equipment; 

• Maintain a physical address at the business site; 

• Comply with all State and Federal licensure requirements; 

• Honor warranties on equipment; 

• Accept the return of substandard equipment; 

• Disclose consumer information (a list of the standards) to beneficiaries; 

• Comply with the ownership disclosure provisions of the Social Security Act; and 

• Have proof of liability insurance. 

The NSC currently has approximately 40 application analysts that are responsible for 
processing over 16,000 applications a year.'^ Just one year ^o, there were only 19 analysts. The 
application analysts receive completed applications from the prospective providers and perform 
a cursory verification of most applications. The analyst then contacts the prospective provider 
on the phone and verbally reviews the information provided on the application. The analyst also 
contacts the various state agencies that have licensed the prospective provider.'^ These agencies 
vary depending upon the location and type of provider. All prospective providers are checked 
against the excluded/sanctioned provider list. If any “red flags” are raised during this cursory 
review, the provider is sent a letter requesting detailed information in order to verify compliance 
with the Medicare standards (attachment #2). If the supplier is located in an Operation Restore 
Trust (ORT) state, or if the jMOvider does not satisfactorily answer the letter requesting additional 
information, the application is forwarded to the Supplier Audit and Compliance Unit for further 
review. The NSC has sent out over 300,000 supplier applications and has issued over 100,000 


The National Supplier Clearinghouse is part of Palmetto Government Benefits 
Administrators located in Columbia, South Carolina. 

From October 1996 through September 1997, the NSC received 16,184 applications. 

The only states that require a DME supplier to be licensed are; Arkansas, Illinois, 
Maryland, Mississippi, North Carolina, New Hampshire and Tennessee. 
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billing numbers nationwide since 1993.** Of the 16,184 DME applicants received in fiscal year 
1997, site visits were made for only 282, or 1.7 percent 

The NSC has recoitly contracted with ChoicePoint'* in several large metropolitan areas to 
perfonn cursory site visits of DME supplies. Typically, this visit is nothing more than verifying 
that the company actually exists at the location provided on the ^plication form. In south 
Florida, however, every new applicant is requii^ to have a more extensive site visit that 
determines if the DME supplier has met all the requiremoits of the Supplier Standard*; The NSC 
currently has one investigator located in Miami, Florida ^lo performs site visits throughout south 
Florida and three other investigators in its main office in Columbia, South Carolina. These 
investigators train and oversee the personnel from ChoicePoint vriio conduct the site visits. 
HCFA has authorized the NSC to hire an additional twelve investigators; however, even an 
additional twelve investigators will not allow the NSC to conduct thorough site visits for the 
majority of prospective providers. 

The NSC only verifies a limited amount of information on the application by calling the 
applicant or some third party, such as a local licensing board or the state agency that issues 
articles of incorporation. These desk verifications are not as thorough and effective as site visits. 
Last year, the NSC began conducting site visits in south Florida for all new DME providers. The 
NSC plans to extend these site visits to several large metropolitan areas this year. The cost of 
conducting these site visits could be off-set by charging a nominal ^qiplication fee,'* not to 
mention die inevitable reduction of fraudulent suppliers entering the Medicare program. Further, 
site visits would not be needed for all DME applicants. Some low-risk applicants such as Wal- 
Mart, may quickly be relegated to a desk verification. While site visits are a step in the right 
direction, this alone will not prevent abusers from entering the Medicare program. 

C. White House Initiatives 

On September 15, 1997, the White House and HHS aimounced a moratorium on the 
enrollment of home health providers into the Medicare program. *’ Interestingly, this moratorium 
was announced by the White House and HHS \^le some HCFA officials fxivately objected. PSI 
obtained an internal HCFA e-mail which indicated that at least some HCFA officials did not 
support the moratorium. The e-mail cited that the moratorium was “indefensible legally.” 


OIG Final Report, Medical Equipment Suppliers: Assuring Legitimacy, December 
1997, page 2. 

“ Formerly Equifax . 

HCFA estimates an application fee of $100 would be sufficient to cover the 
expense of conducting a site visit. 

At the time of the announcement, the moratorium was expected to last for 
^proximately six months. 
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According to recent HCFA congressional testimony, HCFA staff expressed reservations about a 
moratorium until their new Deputy Administrator expressed concern that current home health 
program requirements and safeguards were not sufficient to protect the integrity of the Medicare 
program.'* The moratorium was a meat axe ^jproach to solving the Medicare fraud problem. 
The moratorium not only prev^ited future con-men from billing Medicare, but it also prevented 
legitimate health care ixoviders, like York Hospital in Maine, from serving elderly and disabled 
Americans. 

The simple fact that the Administration ordered the moratorium, irrespective of HCFA’s 
reservations, is indicative of HCFA’s overall inability to identify needed change. If HCFA had 
been effectively administering the Medicare program, there would have been no need for a 
blanket moratorium on new enrollees. This fact is even more compelling when viewed in 
connection with the position taken by HHS’s Office of General Counsel. According to the Office 
of C^eral Counsel, the provisions set forth in the Social Security Act section 1981(b) established 
a “strong duty and responsibility” for the Secretary to assure the quality and fiscal integrity of 
the home health benefit.’’ This opinion raises a very important question; Why does HCFA wait 
for executive or congressional action before taking steps to address waste, fraud and abuse issues? 

After approximately four months, the White House lifted the moratorium on January 13, 
1998. At that time, President Clinton stated “New tougher regulations are in place to root out 
fraud and abuse in the home health industry. . .these regulations will keep the bad apples — the 
providers who commit fraud -- out.”^ Medicare officials say more than 300 new home care 
companies have waited out the hiatus and could get approval to do business within a few weeks 
if they meet the new requirements.^’ 

In a January 19, 1998 press release. White House officials said the new Medicare rules will 
guard against fraud by companies that sell medical equipment to senior citizens. Health and 
Human Services Secretary Dorma Shalala stated: “We need to make sure that those who sell 
durable medical equipment for Medicare beneficiaries are legitimate and responsible businesses, 
not fly-by-night companies, inexperienced individuals without adequate resources or even 
criminals who will defraud and abuse the Medicare program.”^ Medical equipment purchases 
accounted for about $6 billion of Medicare’s budget in fiscal year 1997. However, audits and 


Statement of Linda A. Ruiz, Director of Program Integrity, Health Care Finar.cing 
Administration on “Fraud and Abiise in the Home Health Care”, before the House Committee on 
Commerce. Subcommittee on Oversight and Investi 2 ations . October 29, 1997. 

Id. 

Home Health Care Moratorium Lifted. Associated Press, January 13, 1998. 

Id. 

Medicare Rules Guard Against Fraud. Associated Press, January 19, 1998. 
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investigations uncovered about $4 million in improper equipment bills that were paid by the 
government, and an additional $509.7 million that were caught before being paid. 

D. GAO Review and Oversight 

The recurring theme in most of GAO’s efforts relating to health care fraud is clear -- HCFA 
is not doing an adequate job preventing and detecting fraud in the Medicare Program. It is 
difficult to overstate the efforts that GAO has committed in the area of Medicare waste, fraud ^d 
abuse. GAO identified the Medicare program as a highly vulnerable program and has studied 
it as a part of a High Risk Series.^' Comprehensive GAO reports, as well as GAO testimony 
before the Congress, have been consistently critical of HCFA’s ability to effectively implement 
changes that would properly address waste, fraud and abuse issues. For example, GAO testified 
at PSl’s Medicare Fraud hearing in June 1997 that, “HCFA’s efforts to fight Medicare fraud and 
abuse have not been adequate to prevent substantial losses because the tools available over the 
years have been underutilized or not deployed as effectively as possible.’’” 

In June 1997, GAO testified before the Subcommittee that, “weak monitoring, ptmr 
coordination, and delays have characterized HCFA’s past efforts to oversee fee-for-semce 
contractors, the Medicare Transaction System (MTS) acquisition process, and the Medicare 
managed cate plans.” Thus, even with the promise of HIPAA” and the potential enactment of 
additional legislation, the prospects for HCFA’s success in combating Medicare fraud and abuse 
remain uncertain.’’” 

With respect to the Medicare eruollment process, GAO cited in a November 1995 report 
that one of the factors contributing to the persistence of fraud and abuse in the DME area is the 


” Id. 

” GAO High-Risk Series: Medicare, February 1997 (GAO/HR-97-10). 

=5 Control Over Fraud and Abuse Remains Elusive, page 1 (GAO/T-HEHS-97-165). 

“ MTS is a computer system that is intended to connect the Part A and Part B 
databases and replace the nine different processing systems currently in use. The 
implementation of the MTS has been delayed and the prime contractor removed after HCFA 
had spent at least $40 million on the new system. 

Health Insurance Portability and Accountability Act of 1996, also known as the 
Kassebaum-Kennedy legislation (P.L. 104-191). 

Control Over Fraud and Abuse Remains Elusive (0A07T-HEHS-97-165). 
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fact that Medicare (HCFA) “does not adequately screen providers for credibility.”” This 
observation gets to the heart of the problems with regard to the enrollment process. 

GAO’s woi1( on the Medicare program is currently focusing on the following issues for 
fiscal years 1998-2000: i) identifying actions to improve the management and financial integrity 
of the Medicare and Medicaid i^ograms, ii) examining new strategies for paying for Medicare 
and Medicaid services that promote cost containment while preserving qu^ty and access, iii) 
assessing bow financing arrangements affect Medicare and Medicaid beneficiaries* access to 
quality of care, iv) analyzing the interactions between the Medicare and Medicaid programs and 
the private h^th care marke^lace, and v) identifying and addressing new oversight issues as 
changes occur in various health care markets.^ 

E. Legislative History 

The ori ginal Medicare and Medicaid statutes, as enacted in 1965, did not contain program 
specific anti-fiaud provisions; however, Congress did provide that the penalties for fraud which 
were contained in the Old Ai%e, Survivors and Disability Program were also £q>plicable to the new 
Medicare and Medicaid programs.^’ Then, in 1972, Congress added anti-fraud provisions to both 
the Medicare and Medicaid statutes that included misdemeanor penalties for false stat^ents as 
wet! as penalties for kickbacks and bribes. In 1977, Congress passed Medicare and Medicaid 
Anti-Fraud and Abuse Amendments which strengthened the existii^ fraud and abuse penalties 
by replacing misdemeanor penalties with felonies.^ In addition, exclusion authority for providers 
convicted of program fi'aud and disclosure of ownership and financial information requirements 
were added for providers and suppliers.” 

F. Health Insurance Portability and Accoimtabilitv Act (HIPAA) 

In 1996, significant new health care fimid and abuse provisions were added to the existing 
laws, including foe Social Security Act and the Federal criminal code. Enacted as Title II of the 
HIPAA, these changes increased civil monetary penalties fiom $2,000 to $10,000. New 


FRAUD AND ABUSE: Medicare Continues to be Vulnerable to Exploitation bv 
Unscrupulous Providers (GAO/T-HEHS-96-7). 

Health Financing and Systems Issues: Issue Area Plan for Fiscal Years 1 998-2000. 
July 1997. (GAO/IAP-97-13). 

42 U.S.C. § 408 (1972). 

” P.L. 95-142. 

CRS Report for Congress, Health Care Fraud: A Brief Summary of Law and Federal 
Anti-Fraud Activities, September 24, 1997, page 3. 
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violations were also added to the list of prohibited activities, such as “upcoding,” billing for 
unnecessary medical services and false certification of home health services.^ 

Additionally, significant new criminal provisions were added to the Federal criminal code. 
These include new criminal offenses specifically relating to health care fraud, such as false 
statements, theft or embesJement, obstructing justice and money laundering. Finally, the 
forfeiture of property obtained from a federal he^th care offense was added.^* 

In addition to these added criminal provisions, the amendments in HIPAA also established 
a number of new programs to combat waste, fraud and abuse. These amendments included a 
fraud and abuse control pro^am to coordinate federal, state and local law enforcement efforts 
with respect to both public and private health care programs; a Medicare integrity program 
providing for contracts with private companies to carry out activiti^ such as audits and reviews 
of provider payments; a beneficiary incentive program to encourage individuals to report fraud; 
and a national health care fniud and abuse data collection program containing reports of final 
adverse actions against health care providers and suppliers.’® Most of these provisions however, 
relate to enforcement issues rather than to enrollment integrity. 

G. Balanced Budget Act of 1 997 

Most recently, initiatives to combat Medicare fraud and abuse were enacted as part of the 
Balanced Bucket Act of 1997 (BBA). Although tfie primary piupose of the Medicare provisions 
of the BBA of 1 997 is to slow the rate of growth in payments to hospitals^l physicians, and other 
providers, the law also establishes new payment methodologies for skilled nursing facilities and 
home health care agencies. 

Certain provisions and improvements are geared towards enhancing program integrity. 
These provisions and improvements include: 

• Permanent exclusion for those convicted of three health care related crimes; 

• Authority to refuse Medicare enrollment to individuals or entities convicted of a felony; 

• Exclusion of an entity when a person transfers ownership or control to an immediate 
family member or member of the household, in anticipation of, or following, a 
conviction, assessment, or exclusion; 


CRS Report for Congress, Health Care Fraud: A Bri^ Summary of Law and 
Federal Anti-fraud Activities, September 24, 1997, page 4. 

” J4. 

Id. 
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Providers are required, with certain exceptions, to report their employee information 
numbers and social security numbers of each person with an ownership interest and 
subcontractors with a direct or indirect ownership interest of five percent or more; 

DME suppliers, hcane health agencies, comprehensive ou^tient rehabilitation facilities 
and rehabilitation agencies are required to provide a surety bond of at least $50,000; 

Civil monetary penalties of up to $10,000 can be levied \^dlen a person arranges or 
contracts with an individual or entity for the provision of items or services when it 
knows, or should have known, that the individual or entity has been excluded from a 
Federal health care program. The individual or entity would also be subject to an 
assessment of up to three times the amount claimed and to exclusion fi-om Federal 
health care programs; civil monetary penalties of up to $50,000 plus up to three times 
the amount of renumeration offered, paid, solicited or received could be levied for each 
violation of the anti-kickback provisions of title XI of the Social Security Act; 

Anti-fiaud message in the Medicare handbook and the Explanation of Medicare Benefits 
fonn must contain a list of items or services which have been provided and the amount 
of payment for each item or service, as well as a notice of the beneficiary’s right to 
request an itemized statement; 

HHS Secretary must issue advisory opinions as to whether a physician referral for 
certain designated health services (other than clinical lab services) is prohibited; 

HHS Secretary to implement statewide or other area wide fee schedules for specified 
items and services currently paid on a “reasonable charge” basis; 

Non-physician practitioners to provide diagnostic codes for items and services furnished 
by the practitioner (already required for physicians); 

GAO to report on the operation of the Medicare fraud and abuse control program no 
later than June 1, 1998; 

Implementation of up to five demonstration projects of c<Mnpetitive bidding for Part B 
items and services, except physician SCTvices; xiii) prohibiting unnecessary and wasteful 
Medicare payments for certain items; and 

Hospital discharge planning evaluations must include the availability of home health 
services in the area, may not limit qualified providers of home health services, and must 
disclose financial relationships wiA hcmie health service entities.” 


” As found in the Balanced Budget Act of 1997 (P.L. 105-33). 
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H. The Future of Medicare — HMQs 

As the health care system in the United States gravitates towards managed care it is likely, 
if not inevitable, that the Medicare program will follow suit.^* Medicare HMO enrollment is 
growing by about 85,000 beneficiaries per month. The Congressional Biuret Office estimates 
that nearly 15 million Medicare beneficiaries will be enrolled in a HMO by the year 2007.^’ 

As Medicare’s managed care enrollment grows, it is essential that HCFA ensures that the 
oversight of HMO payments is more effective than the lax oversight that continues to plague the 
fee-for-service environment, especially in the home health and DME industries. 

GAO has criticized HCFA’s ability to monitor HMOs, citing in a recent report that HCFA 
conducted only "paper reviews” of HMOs’ quality assurance plans and examined only the 
description rather than the implementation of HMOs’ quality assurance processes. Moreover, 
GAO stated that HCFA was reluctant to take action gainst HMOs who were found to have 
subjected beneficiaries to abusive sales practices, unduly delayed beneficiaries’ appeals of HMOs’ 
decisions to deny coverage, or exhibited patterns of poor quality care.*® 

As the future of Medicare expenditures is almost certainly geared towards managed care, 
it is essential that HCFA address these concerns as early as possible. However, given HCFA’s 
track record with respect to fee-for-service waste, fraud and abuse, and their early report card 
related to HMO monitoring, one wonders whether HCFA will be able to rise to the occasion. 

I. Costs Associated With Medicare Fraud Investi 2 ations 

Compared to routing out potential abusive Medicare providers on the front end, the cost of 
investigating and prosecutii^ Medicare fraudsters is astronomical. Medicare fraud investigations 
are some of the most complex investigations conducted by federal law enforcement officers. The 
HHS-OIG estimates that a Medicare fraud case takes an average of three years to complete — 
from the receipt of a complaint to prosecution. Of course, not all cases are prosecuted. Over the 
past five years, the HHS-OIG has opened approximately 2,900 criminal health care cases and 
approximately 2,700 civil health care cases. For fiscal year 1 997, the HHS-OIG had 1 62 health 


By 1996, about 57 percent of the U.S. population was covered by some type of 
managed care -- including 60 to 70 million people covered by HMOs and 80 to 90 million 
covered by preferred provider organizations (PPOs). See CRS Report for Congress, Managed 
Health Care: A Primer, September 30, 1997, p£^e 1. 

GAO Medicare Managed Care: HCFA Missing Opportunities to Provide Consumer 
Information, April 1997 (GAO/T-HEHS-97-109) 

GAO High-Risk Series: Medicare, February 1997 (GAO/HR-97-10). 
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care convictions, 1,255 civil impositions and 2,719 exclusions (providers excluded from 
participating in the Medicare program for a specified period of time). 

There is no ‘*^ical” Medicare fraud case. Medicare fimid cases range from multi-million 
dollar companies upcoding laboratory procedures (billing Medicare for a higher reimbursed 
procedure than was actually performed) to individual physicians billing for services not rendered. 
While it is in^ssible to determine the TOTAL costs associated with investigating Medicare fraud 
cases, the HHS-OIG has developed a methodology for creating a reimbursable rate that reflects 
all of its costs. This reimbursable rate is correlated to the number of direct investigative hours 
worked by its agents. The reimbursable rate for fiscal year 1997 was $76.93 per hour. The 
reimbursable rate establi^ied for fiscal year 1998 is $78.60 per hour. This cost does not include 
the cost of prosecutions, courts, probation officers or incarcerations. Using HHS-OIG’ s estimate 
that it tal^ an average of three years to complete a Medicare fmud case, it could cost the OIG 
almost $500,000 for using just one agent on a case (2,080 hours x 3 years x $78.60 = $490,464). 

The voluminous, and often times confusing. Medicare regulations frequently deter federal 
prosecutors from pursuing a Medicare fraud case (and some times lead to billing mistakes by 
ethical providers). These cases are very complex and time consuming. Prosecutors must conduct 
extensive research of the Medicare rules and regulations to combat the inevitable defense that 
defendants did not realize that their actions were against the law and that they did not intend to 
commit a wrongdoing. It is extremely difficult to prove intent in these cases. Typically, the 
defendant claims ignorance and promises never to do it again. 

In the years preceding the HIPAA legislation and BBA of 1997, there was a significant 
increase in the number of Medicare providers, vsfrile at the same time, the number of investigators 
pursuing Medicare fraud cases declined. With the advent of the HIPAA legislation and the BBA 
of 1997, additional resources have been added to help prevent the waste, fraud and abuse. For 
example, the HIPAA legislation provided increased funding for Medicare fraud investigations. 
In fiscal year 1997, HHS received a minimum of $60 million, the Federal Bureau of Investigation 
received $47 million, and the Medicare contractors received $430 million (attachment #3). 

J. User/Application Fees 

Currently, HCFA does not charge any fees to become a Medicare provider. A moderate 
user fee would help defray tiie increasing cost of processing an application as well as the expense 
associated with conductii^ site visits. Several other government programs charge user or 
application fees as a means to the significant financial burden placed on the program. For 
example, the District of Columbia charges residents $20 to simply obtain a driver’s license (even 
if you already have a driver’s license from another state) and the State Department charges 
individuals $65 to obtain a new passport. Participation in the Medicare program is a privilege, 
not a right. Thus, charging a user fee would be a legitimate way to “share” the expense with the 
prospective provider. 
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III. ENROLLMENT SCHEMES AND REGULATORY FLAWS 

PSI’s investigation has revealed that the easiest and most cost effective to raid the 
Medicare trust fund is straight through the front door, especially since only ■percent of the 
800 million claims paid by HCFA each year are audited or checked. Once a provider number 
is obtained, a bogus Medicare provider has easy access to >\iiat one convicted health care fraud 
felon described as “a gold mine.’'^* 

PSI’s investigation primarily focused on fraud in the home health care, durable medical 
equipment and community mental health industries. Examples of the schemes and regulatory 
flaws that were uncovered as part of our investigation are described below. 

A. Home Health Agencies 

Medicare covers health care to homebound beneficiaries who need intermittent skilled 
nursing care and/or physical or speech therapy. Medicare does not limit the number of visits or 
the length of home health coverage. Services are covered if they are reasonable and necessary 
to treat the patient’s illness or injury. There are no beneficiary co-payments or deductibles for 
home care visits.**^ 

The home health industry is die fastest growing segment of health care in the United States. 
This growth began in 1989, when, as a result of the lawsuit Duggan v. Bowen/^ changes in 
Medicare regulations expanded eligibility and eliminated the cap on the number of visits. Since 
that time, the number of Medicare-certified home health agencies has risen from 5,730 in 1 990 
to 8,949 in 1995 — a 56 percent increase. While the number of beneficiaries receiving home 
health agency services has grown, costs to the Medicare program have increased 
disproportionately. Total annual Medicare expenditures for home health grew from $3.7 billion 
in 1990 to $16.7 billion in 1996 — a 351 percent increase. 

Problem home health agencies can accumulate substantial and uncollectible Medicare 
overpaymaits. When overpayments are determined by the fiscal intermediary, or even before it 
has a chance to do so, many home health agencies file bankruptcy or merely cease business to 
avoid debt After these home health agencies declare bankruptcy or disappear, Medicare has little 


Interviewed by PSI investigators at the Miami Detention Center, Miami, Florida. 

OIG Fmsd Rsport: Home Health : Problem Providers and Their Impact 
on Medicare, July 1997, Page 1. 

Duggan V. Bowen, 691 F. Supp. 1487; (D.D.C. 1988) (plaintiff challenges the 
Department of Health and Human Services’ definition of part-time or intermittent care regarding 
home health visits). 



158 


- 19 - 

chance of recovery because the debts apply only to the defunct corporation, not to the individual 
owners or their other businesses.^ 

HCFA procedures require that an initial survey be conduct at a home health care agency 
before a provider number is issued. These surveys are conducted by a state agency, usually 
opiating out of the te^»ective state’s Department of Health. The surveys are funded by HCFA. 
The purpose of the initiaJ survey is to assure that the agency is operating according to the 
r^ulati(»ts tha have been establiiied for home health care provider as set forth by HCFA. If 
any deficiencies are identified as a result of the initial survey, a compliance program is 
established and future corr^jiiance surv^s are conducted. 

According to HCFA procedures, various aspects of a home health agency’s business are 
reviewed during die initial sunrey. In ordCT to determine the operational viability of an t^ency, 
various business docianents are revievred such as an agency’s budget and capital expenditure plan 
for a three year period. In order to determine whether an agency is able to provide qu^ity 
services, a quality assurance clinical record review is conducted and a determination is made into 
whether a group of profe^onal personnel has Ireen esteblidiai, as required, to oversee the 
^ency’s services as they relate to quality of care. 

PSI’s investigation revealed that this survey process is deficient in several respects. For 
example, even though a home health agency is required to have a budget, there is no 
determination made to verify the budget produced. In one region of the country, information has 
been obtained which indicates that the same budget was produced by several different home 
health care agencies. In another region, a HCFA official advised PSI investigators that on many 
occasions home health care agencies do not have a budget as of the initial survey and simply 
prepare one while the survey is being conducted. This same official stated that a surveyor, in 
general, is not armed with the responsibility to verify the veracity of the information provided 
on die enrollment form or the documents it review throughout the survey. With resp«;t to the 
request to have a “budget,” the guidelines simply require that an agency have a budget. The 
guidelines do irot require that the surveyor determine tire kgitimacty of the budget produced 
during the initial survey. 

Efforts are also made during the initial survey to assure that a home health agency has 
e^blisbed a group of profess!<Kial personnel to oversee toe agency’s qtiality of care. In order 
to operate according to HCFA guidelines, a home health agency must have a physician as part 
of their group of professional personnel. However, according to one HCFA official, virtually no 
verification is conducted to determine whether or not the physician identified during the survey 
is actually a participating member of the group. Once a surveyor obtains evidence that a 
phj^cian is a member of toe group, no further action is taken. According to the HCFA official, 
an agency only needs to produce a list of the members of their group to satisfy this requirement, 
thus making it rather easy for illegitimate agencies to by-pass this requirement. 


14 
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As a resujt of tte PSl investigation into the enrollment process established for home health 
agencies, we have determined ih&t are serious deficiencies in timt process, in that there is 
inadequate verification of the information submitted on the initial enrollment form and the initial 
survey is nothing more than a burden, not a road block, to a bogus home health agency. 

B. Durable Medical Eouioment Companies 

DME sui^liers must opiate according to the Supplier Standards as set forth by law. One 
of these standards is the stqspiier must main^ a physical address at the btisiness site. PSFs 
investigation reveals, however, that several DME suppliers have simply rented small offices to 
satisfy the physical facility standard. 

During a September 1997 trip to Miami, PSI investigators visited one office complex that 
is known to rent office space to several suppliers. This particular office complex has housed 45 
DME saippUers over tiie past four years. companies billed the Medicare program over $20 
million during this time period.^* Upon ph^ica! inspection, it was detCTinmal that many of these 
offices were scantly furnished, and at the time of our visit, only one of the offices was open for 
business. Interestingly, one of the only items displayed on the w^l of the occupied office was 
a local tax licen^, and on the desk in front of the person was a lettes^ from Ac NSC which 
indicated that several attempts have been made to conduct a site visit. According to this 
particular DME owner, Medicare has investigated his company three times and because of the 
jHobirans fliat ceme with the inv^gations, he is planning on expanding his business to Orlando 
and is organizing a consortium of 37 DME suppliers so that one supplier is investigated 
the cash flow from Medicare will not dry up. According to information received from Medicare, 
this particular provider has been paid almost $200,000 for DME supplies. 

In conversations with Medicare investigators in Miami, “set-ups’* such as the one utilized 
by this particular siq:>plier are very common amoi^ fraudulent DME suppliers and are created as 
a memis to continue operations in compliance with the Supplier Sudanis . They further 
commented that they haw seen one office rraited to several different companies with one operator 
answering the various phone lines that have been set-up. 

Based on f^I’s inwstigation, it is ctear tiiat the DME stondmxls are crudely draJted at best, 
and do not provide investigators wbo perform site visits with the ammunition they need to 
exclude the DME suppliers that are obviously not operating legitimately. 



Based on a preliminary review in south Florida, PSI investigators have identified the 
Community Mental Health Pro^am (CMHC) as one that is vu!n<^ble to large scale fraud, in 


Billing information obtained fiom Palmetto Ctovemment Benefits Administrators, a 
regional DME carrier. 
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1990, Congress passed l^tslation which changed tl» Medicare Part A partial hospitalization 
requirements. This change created the opportunity for partial hospitalization relied to mental 
hedth services to be rendered m CMHCs. In dieory, die chaag<« to tte partial hospitalization 
requirements vme designed to lower the government’s costs by allowing Part A reimbur^ment 
for the provision of these services outside of a hospital setting. 

As a result of tiiis change, there been tremendous growth in p^al hospitalization 
services provided at CMiCs over the past few years. In 1995, approximately $100 million was 
paid by HCFA; in 1996, there was approximEttely $250 million and by the md of 1997, tl^ 
numbCT was expected to reach S:^ million annually.^ Aceex’ing to HCFA’s Operation Restore 
Trust south Florida Twm Leader, this inerrase can be attribut^i to the lack of enrollment 
standards because Medicare “never got around to establishing any standards.” An individual can 
qualify for a provider number as a CMHC based on a written &]f-AQestation alone. 

The criteria for a CMHC provider is outlined in the Public Health Services Act. That 
statute required that a CNWC must perform five core services in order to qualify as a CMHC 
provider with respect to Medicare reimbursement. These required services are; 

• Provide outpatient s^ces for children, tl^ elderly, chronically mentally ill individuals 
and individuals recently discharged from inpatient treatment centers; 

• Provide 24-hour-a-day emergency care services; 

• Provide day treatment or psychosocial rehabilitation services; 

• Provide sheening for patients being considered for admission to state mental health 
&cilities; and 

• Provide consultation and education services. 

A recent random audit of seven CMHCs in South Florida*’ resulted in all seven centers being 
excluded from participation wifri the Medicare pre^mn after millions of Medicare dollars were 
spent.** In one example, the kitchen of a CMHC was found to be extremely unsafe and as a 
result the local fire dejartment clo^ the f^ility. In another example, one CMHC was found 
to provide its beneficiaries with fast food lunches and anofrier had its beneficiaries dancing the 


Final figures for 1997 expenditures were not available at the time of this writing. 

The audit was conducted by HCFA officials from its Operation Restore Trust 
initiative in South Florida. 

Information obtained during a PSI interview of HCFA’s Operation Restore Trust 
south Florida Team Leader. 
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Macarena as a sponsored activity. All of this at a cost to the Medicare program of $300 per day 
per beneficiary.^’ Further review by the auditors called into question the qualifications of the 
owners and operators of these facilities and whether the services provided were ordered by a 
physician or vdiether they wctc even medically necessary.^ Even more disturbing is the fact that 
these CMHCs performed 100 percent of Aeir services on Medicare beneficiaries, which is 
contrary to the definition of CMHCs as established in the Public Health Services Act. 

In January 1 998, PSI investigators made an unannounced visit to a CMHC provider in south 
Florida. Investigators observed a “social worker” playing a guitar to a room of five elderly 
individuals. The CMHC owner stated that these individuals were potential new patients and were 
being evaluated to determine if they qualified for the CMHC program. In another very small 
room, PSI investigators observed three Medicare beneficiaries wdio were discussing their “goals” 
with an individual that the CMHC owner described as a doctor. Although the CMHC had office 
space dedicated for a nurse, the nurse was not present. During PSI’s visit, one elderly patient 
became ill, but since the nurse was not present, the patient was taken outside for some fresh air. 
The CMHC did not have any kitchen facilities but the owner stated that she had food catered in 
for the patients. In addition, the owner stated that the CMHC’s patient count fluctuated -- at one 
time the CMHC had 15 patients but had only seven at the time of PSI’s visit. According to the 
owner, tte CMHC only provided services to Medicare beneficiaries. 

Ironically, the same general theory that prompted the change to the partial hospitalization 
requirements was the same general theory which created home health care reimbursement in the 
1980’s. Again, with the home health care program, the idea was to reduce government 
expenditures for nursing home services by allowing reimbursement of Part A skilled and other 
nursing services to be reimbursable when rendered outside of the more institutional setting of a 
nursing home. As home health care expenditures have ballooned to over $22 billion,^' and 
rampant fraud within the industry is not disputed, a strong case can be made that HCFA’s 
implementation of this change has failed miserably. 

Given the fact that HCFA implemented the changes to the Part A hospitalization billing 
regulations related to community mental health centers, without taking into consideration the 
lessons learned from the home health changes, is indicative of HCFA’s overall inability to 
recognize waste, fraud and abuse issues when administering new programs. 


id 

Id. 

A threefold increase over the past 5 years. 
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IV. CONCLUSION 


An uiKxmtrollai and pooriy administemi airollment for the Medicare program not 

only subjects the government to excessive financial loss, but it also compromises the quality of 
caro that is bang provi<^ to ihs nation’s elderly population. Throi^out PSI’s inve^gation, 
the common theme among the health care ftaud experts was that as the amount of waste, fraud 
and abuse e»^ates within die Medicare program, the quality of care invariably r^uced. 

Common sense tells you that wl^ convicted felons with no l»ckground in health care are 
allowed to enroll in the Medicare program as providers, there are some signiflcant flaws in the 
systan that need immediate attention. Unlike most organizations, HCFA writes the check first, 
asks questions later. Most financial institutions would go broke if they loaned money first, 
then verified if the zq^licant had the ability to repay. Just as a financial institution verifies the 
information submitted by a loan applicant, so to must HCFA verify the information supplied by 
applicants. A small investment in verifying information will prevent the current “pay and chase” 
that has resulted in an estimated $23 Isillion loss annually. 

V. WITNESSES 


A. Convicted Felon 

The convicted felon will testify about how he ripped off ^proximately $32 million from 
die Medicare Program over a two-year period, using several different companies. The felon told 
PSI inve^gakxs that he was makii^ approximately $180,000 to $200,0000 per month and at one 
point was billing the Medicare program for over 2,000 patients. 

The felon (vshose identify will be protected at the January 1998 PSI hearing) is now serving 
ten yeare aft^ being convicted of federal Medicare care fiaud c^ges in Miami. He is also 
serving concurrent time for a felony drug conviction. 

In November 1988, the felon purchased a medical supply company. Before becoming a 
M«3icare provider, the felon no experience ss a health care provide, and in f^t, he was a 
Miami night club owner and a former electrical engineer. He also has a history of drug 
trafficking. 

The felon’s busine^ scam consisted of paying recruiters to visit senior citizen centers, 
offering free nutritional milk in exchange for Medicare account numbers. The felon also paid 
others to sign-off on medical charts and fonns indicating that the patiemts needed the milk for 
medical reasons. The felon stated that his companies delivered milk on only one occasion. 
According to the felon, even on this one delivery, the suppli^ were not medically necessary. 

Shortly after he purchased the company tMiUdng it a legitimate operation, he realized 
that fee buriness was “bogus” because there was too much money coming in for the amount of 
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supplies purchased. The feion confronted the person who sold him the company and was 
informed that the medical supply business was “bogus.” 

According to the felon, because of the amount of money that he was making, he continued 
the ^am and expaiwied his business. By the time the felon was arrested in Januaiy 1994, he 
owned seven medical supply companies and employed approximately 20 individuals for the 
prim^ ptapo^ of pRx:e^iiig fraiKiukait Medicate claims. He stated that he was earning almost 
$500,000 every three months. A federal indictment charged that the felon’s companies defrauded 
the Medicare program for a total of about $14 million; however, the felon told PSI investigators 
that he stole around $32 million. 

PSI investigators asked the felon to describe his perspective of the Medicare program. The 
felon stated that “it’s a gold mine.” The felon added that is no other business available 
v^iere someone could make the same amount of money with such a low risk of getting caught. 
The felon stated that the government (Me<ficare) made it easy for him to steal. He steted that he 
was never required to produce any documentation in supptirt of the claims his companies 
submitted. 

The feion told PSI investigator that he used the proceeds from his Medicare fraud to buy 
extravagant luxury items and services, such as residences in the United States overseas 
(including Miami, New York, Spdn and Mexico), extensive travel throughout the world 
(includii^ Brazil, Asia, and Europe), luxury automobiles, boats, nightclubs in Cancun, Mexico, 
fine art, a $100,000 wedding for his niece in Miami, among other items and services. 

B. Former PSI Investigator John M. Frazzini 

Mr. Frazzini will testify about the results of PSI’s investigation of the weaknesses in the 
Medicare enrollment process. Mr. Fr^zini’s testimony will focus on the information obtmned 
by PSI investigators during their visits to New York and Miami. He will describe how, unlike 
the typeal Medicare scam a doctor, clinic, or supply company provides legitimate services 
and siq)plies but occasionally “pads” their bills at the end of the day, these new scam artists are 
committing l(K)-percent fraud by biilii^ for medical services or suppli^ they do not provide. 
Mr. Frazzini will discuss how HCFA has taken actions to improve the application form by 
requesting more information from prosi^tive providers. HCFA, howe^^r, do^ not adequately 
verify this infoimation to determine if it is valid. Mr. Frazzini will show photographs taken by 
PSI investigators that highlight how unscrupulous Medicare providers are using mail drops, store 
fronts, and even the runway of an airport as business locations for medical clinics and supply 
companies. 

C. Department of Health and Human Services. Office of li^ector General 

twenty-year veteran of the HHS IG’s office. He is the former chief of the Philadelphia HHS IG 
field office. Although as of this writing PSI staff has not seen Mr. Haitwig’s testimony, our 
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meetings with him indicate that he will testify that his office’s case Iof«! of egregious cas^ of 
fraud (/.«., fraud perpetrated by those enter the system the system with the goal of rippii^ it off) 
has increased. Mr. Hartwig will also testify that the magnitude {i.e. dollar value) of HHS-OIG 
cases continues to grow. He states a large case ten years ago was perhaps worfli $ 1(H), 000, 
vdiereas now a large case is in the hundreds of millions of dollars. He attributes the rise in fraud 
to the fact that Medicare is known to be a gold rnuie for crooks and that, as a decentralized 
program, it is very easy to break into. He faults HCFA for not being more rigorous in verifying 
enrollment data, though he notes that the states often are the agents responsible for verification, 
and they thus often do not make the grade. Mr. Hartwig fcsels the 1997 Balanced Budget Act 
goes a loi^ vizy to creating stronger up-ffont protections (such as surety bonds), but he also 
believes greater attention must be given to verification. He ^so believe.s that there is no 
sid>st!tute for strong enforewnent and severe penalties as the greater deterrent. 

(2) Bruno Varano. Supervisory Special Agent (New York) . Mr. Varano will respond 
to Qii^ons about one particularly egregious Medicare fraud case and enrollment pnxiess in 
general. As to the latter, he is very critical of the verification process and he believes it is more 
difficult to get a cab license in New York City than it is to get a Medicare provider number. As 
to the former, Mr. Varano will d^ribe his office’s investiption of one case dealing with 
approximately 20 fictitious provider numbers that were involved in billings for fake DME 
(orthotic supplies and ear implants) and MRI companies; these companies were created “for the 
sole purpose of defrauding the Medicare program.” None of the provider numbers was 
rq^resentetive of a legitimate company that was actually in the business of providing the supplies 
diat WMC being billed. This fraud occurred over a two-year period (1995-1996). These fictitious 
comfanies basically billed Medicare with impunity over this period, making off with millions of 
dollars. In one instance, tlirce of the companies billing for ear implants received checks from 
Nfrxiicare totaling a|:^roximately $1 million in less than a month. In another example. Medicare 
l^ymente for ovst $5 million for MRI services were discontinued by the emrier after suspicions 
were aroused. 

The perpetrators used front people in fte Medicare program application faxx^ss; obtained 
provider numl^rs for doctors that no longer bill the Medicare program; and used mailbox drop 
locations to raeive payments for services never rendered. Remarkably, the Medicare system 
fiiiled to identify claims submitted for deceased beneficiaries. Ail of the fictitious companies had 
addresses that were mail box rental establishments, thus a short, up front visit to the premises 
would have raised serious suspicions as to whether the companies in fact exisi^. The 
conspirator thus far have proven to be individuals of Russian origin, and the investigation is 
leading to other possible violations. 

The OIG began its investigation after numerous Medicare beneficiaries complained to 
their carriers about not receiving the services for which Medicare was b«ng billed. Even after 
a nunto^ of arre^ OIG believes toat tlw fiaiduient sdi^e is a)ntinumg. “We have found that, 
as part of diis scheme, fictitious companies are being incorporated in other states. The criminal 
interests are finding new ways to ‘game’ the system and take advantage of weaknesses in the 
reimburaement process.” 
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(3) Cathy E. Colton. Supervisory Special Aeent (MiamiY Ms. Colton will respond to 
questions that egregious fraud is pervasive in Southern Florida and she laments die woeful 
vaification fiuKitions of the enroliraent process. She also indicates tiuit hard-core fraudsters are 
clever at migrating into various specialities falling under Medicare; a couple of years back, the 
DME industry was white-hot with fraud and now, though fraud is highly embedded in that 
industry, the fraud de jour is Community Mental Health Centers (CMHCs). 

Ms. Colton also will testify to on& particulariy egregious case whose investigation began 
in 1994. In this case, a private citizen in Miami mistakenly received in the mail dozens of 
Medicare eiqjlanations of befits fonns, wfrich he forwarded to the Office of Inspector General. 
Tlw forms ^wed dial multiple benefickries were each provided liquid nutrition by six different 
DME companies. All of the beneiflciaries were reported by the DME companies as having the 
same, incorrect address. All of the ^roximately 20 fraudulent companies billed and were paid 
by Medicare for the services supposedly provided to the beneficiaries. OIG investigators 
amtacted the “beneficiaries”, and they all denied receiving the services. OIG investigators then 
visi^ teveral of the DME “bi^ess ^idr^ses” and all were located at mail box drops, such as 
“Mail Boxes Etc.” Thus, had i^>-front verificatioD occurred in this instance, suspicions would 
have been raised as to the validity of the “providers” i^n discovering their business address was 
a “Mail Boxes Etc.” In total, Ms. Colton estimates total losses on the order of $6.2 million. 

Moreowr, an interesting aspect of this case was that the conspirators relied heavily on 
“recruiters” from whom the conspirators would buy the names and Medicare numbers of 
beneficiaries. “Recruiters” are persons who canvass nursing homes, adult living facilities and 
ixivate neighboihoods to find Medicare beneficiaries, often ‘bribii^’ them for their numbers by 
doing them favors such as buying groc^es, for «cample. The coi^pii^ors also obteinai 
beneficiary information from secretaries in doctors’ offices and often from doctors themselves, 
to whom kickbacks would be paid. 

The ringle^er a Mr. Martinez, who is imw a fugitive, hfertinez paid off co- 
conspirators between $1,000 and $5,000 per month to be the titular heads or nominees of his 
companies. Martinez required his nominees to open corporate bank accounts to begin cashing 
and depositing die Medicare checks. All of the nominees also signed blank company checks 
which diey tum^ over to Martinez. 

D. Health Care Financing Administration 

(1) H. Donna Dvmon. PhD. fSan Francisco^ . Dr. Dymon is a Commissioned Officer 
widi over 21 yearn in the U.S. Public Healfti Service with degrees in buriness and numing. She 
is currently detailed to the HCFA’s Region IX Office in San Francisco. Dr. Dymon has 
participated in approximately 100 surveys of health care entities. HCFA contracts with state 
agencies who conduct surveys of home health ^encies to detCTmine if the agencies meet the 
Medicare conditions of participaticHi. Efr. Efynwm will te^fy how the in^equacies in the current 
survey process contributes to a “cake-walk” allowing anyone to establish a home health agency 
certified to do business in the Medicare Program. She will describe how the weaknesses in the 
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enrollment process has contributed to a “get rich quick opportunity” for those unscrupulous 
individuals who want to enter the home health business. Dr. Dymon will describe, for example, 
how surveyors had found home health agencies that were located in basements, pawn shops and 
garages. In addiion, she will provide some gr^ihic examples of how the quality of care has been 
seriously affected by allowing non-qualified individuals into the Medicare Program, such as one 
Medicare patient whose leg had to be amputated because of improper care by a home health 
employee. 

(2) Dewey Price (Miami') . Mr. Price is the Team Leader of HCFA’s Miami Satellite 
Office. He has been involved in the Medicare program integrity activities in the State of Florida 
since 1994. In August 1994, HCFA’s Atlanta Regional Administrator selected Mr. Price to head 
the South Florida Task Force, a workgroup of representatives from HCFA, the OIG, a Medicare 
contractor, and State Medicare/Medicaid agencies. Mr. Price will testify that there must be a 
commitment by HCFA to: (i) suspend payments when evidence of fraud or misrepresentation 
exists, (ii) limit program participation to legitimate entities via a stringent provider enrollment 
process, (iii) stop pay and chase by screening and denying claims up-front rather than performing 
audits/'investigations after the money is gone, (iv) improve HCFA’s data analysis capability, (v) 
only pay reasonable amounts, and (vi) change regulations, policies and procedures that make 
fraud and abuse easy and profitable. He will describe how the weaknesses in the enrollment 
process have allowed unscrupulous individuals to enter all facets of the Medicare Program, 
includii^ community mental health centers, durable medical equipment suppliers, health clinics, 
and home health agencies. Specifically, Mr. Price will testify how an unscrupulous individual 
can open a community mental health center with only 15 patients and make $1 million in one 
year through the Medicare Program. He will also testily how owners of health clinics have no 
background or experience to operate/administer a medical facility and how some owners have a 
criminal history. Further, these same owners hire non-medical staff who perform and order 
services at the clinics. In addition, Mr. Price will describe how Medicare provider numbers have 
been issued to post office boxes, vacant buildings and residences. 
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Medicare 

Palmetto Government Benefits Administrators 

PC6(QH1co8(U W42. Columb^. South Caroiku 


Matienil Sofiplfir Cleatiagftovsa 


July 28. 1997 
Deftf Supplier, 

Pl«ise read all of tliis short note because it coatairu mtoiTnation bfgreai imponabce m ' 
you. ThcenciasedffCFAa/qjiication/ormisaaaifncyv/otm. Examttte U atrefuUy he/vn 
you fill ir out and nturn it ia J^SC. Whea your appUcotioa h&s been oompletcly 
suecessfiilly verified, you will be uslsned a Nsrional Supplier Cluoria^ousc mmibcr. Th:ir iO 
di^it number will Identify you as an authorized MED(CAR£ Dunblu Medical Equipment 
Supplier and is the key to your chains being succesifuily piocessed Tor p^^eut. Them has ixcu 
a pfoccdutal which implements the policy asiiociaied with that nutnbor of which you 

must be aware ftom the beginning -tht effecfhm date uT itwr number ie tkg date un wAi'cA It Is 
ussiinjid . That means tliat my and all daims that you send to Chu DMBRO for scrvtcks 
rendered before your cffectiYe date will not be paid, That is a chmgc; tfictc is no "gncc period ' 

Here are some toirigs that will help us process your applicadoii foster and get a supplier number 
tor you sooner: 

■ Please contact National Supplier Clearinghouse for > our application tbmv; the applicaoons 
change overtime, and «dica they do, the systems into whiclt the data arc entered diongc. 1} 
you use the K be mtufued to you noting that it Is unprocessable along with a 

cuiwnt fbnn for you to refill out That causes delays for v ou When wg can not process the 
form, we do not consider it as received. 

• Sc sure to read the whole application and thu insCruetioas tor filling it out carcfuUv ceforc 
vou start to complete it. We realty do require all of the infbnnctioa requested. 

* Sertioa 13 (Managing/Directiog Employee) • 

a) The term ma n agi n g/directieg employe© Is defined os on iadivldual including: 
general maogcr, busiocss manager, administrator, or director who exercises 
opoRUonal or reauagctul control for the providerfaupplict or who directly or 
indirectly the day - to-day operarions of the supplier. During the application 
verification process, NSC must bt able to contact the supplier o; a person listed on 
^ application who Ij authorised to represent the supplier at that location b© verify 
infbnnatioii nbout that locadofl. That is particularly important when wc venfy 
uifonnauon about that location. That la particulariy important when wc verify 
^plications for Doctors and for business with multiple locations. 
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• Be sure to give complete and aecuiate SBwets. A paitial sdtSnas. leleplicB; itosiber 
TXSf/SlU, social security number, at an ^teviatksn wUeb Ihe post office docs net accept or 
rucogaicc will slow cr stop the ^plicetlon vetiflcoticli process. 

• Please double check all of you! entries to ensure that Bic coneet In fotuialioa is In the ptoper 
box. 

• Be «ue to have die penon tequlod is sign the application agn it In the right place. 

• As silly as it may sound, please chock tht taBic ^plication one more lime heferc you mail it 
to us. 

• Please be aware that the laws, roles, and itgulahons which apply w getting a OME supplier 
iiuinherclEagc, and the best way to avoid prabiciiis Is to call the NSC Service Center at 
(803) 754-395 1 and check for changes before you mail the appiicahoit to us. 

A(1 of those ni^entioits adihess coounon tons which we eiieouatw that cause us to leturo the 
application to your fijr more infohnaBon or ooireetiolK. Our sincere desire is to assign NSC 
niunheis to each of you who quality as quiUdy is possible, hut to do that we need your help. 

And by Ihe way, if yon move, you muse send us a change oFaddress Sjini, or you will itoi |d 
your claims chocks: thoK efersb xl/t ml befitvariltd to your new address by Ihc post OfEa 
NSC must receive your now address and pass the new infonnaSoo to the OMERCs elecllDnioally 
for the cnmputeis to he able to address the mail to you Call our service desk, and we will send 
you a change of address fcrra that some day. 

Don't feiget; the efleclivc date of your NSC Supplier Nuatbcf will be the dase we assign dint 
numbortoyou Bestwishos. You are important to us and to our MEDICARE beneficiaries 



TfilHl. F , 
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Health Care 

Provider/Supplier Application 
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OMB Approval No. 083S-068S 



MEDICARE • MEDICAID 

Kealth Cm* H naw clw g AdmMstratlon 


Medicare 

General Enrollment 






Privacy Act Statement 


Tlie Heaih Care Fnandng Administration (HCFA) is authorized to colect the informaCon requeued on fomi in wder to ensile 

JSnil M2 U.S.C. § 132(»-70] or Who arejDroWtiitedfrom previd^ seiwces to the fed^ gc^mm.ent under section 2455 (rf ^ 
/^iBsitlon StrelmSning Act of 1994, <P.L .103-35^ [31 U.ffC.§ 6101 npteLTteTnfomi^pnjnuj 


jP.L ^272)'iS3!^’c'^'Ks® 

.16 services for which they are being. . _ 

U.S.C. §§ 37208-37200) requres agencies to colept the 
-..Jk^r l&nt^icatk>n Num&^mMncrifperMns or business 
i10CJl(IV11oftoepClAr31 U.S.C, §770jtoH1)L toe tajww 
use oforfeet) and report arr/ definquent amounts arising out 
ion of this data etemern is mandatory. ...... 

**“ of individuals and orgafieations to enrol in the 

— id to assist to admiQi^rrtton of ^ Medicare 


...jt Coiection Improvement Act (OCtA) of 1996 (P.l 

Tstoayer IdenMcaSon htomber (elher the Social Security NumI 
^itioes doing business with the federal government Under section 
idermcalionnumberviitt Mused to coMCtfindudmgcolectior " 
of toe business relationship ^th toe Government Therefore, ... 

The purpose of cotiecting this information is to deternvne or 



daso^nal 

The information colected be entered into either 
Number CUPlIil System (pyt^Mh^in the Federd Regi 
S^terMOM^ approva0938-06M (R-187) Their 

Information from these systems may be disclosed under specific circumstances, to: , ....... 

M) Contractors wpridng for HCFA to carry cut Medicare funr^ons, coti^ng or analyzing data, qr to.de^ fraud or abusq; 

(2) A corwresaona office from the record of an indiwual. hearth care provider m response to an inquiiy from toe congressional office 


S the wm^ rMuest of toat todvidud health care practitioner, 

^ The Rairc^Rdirement Board for purposes of administenng 


.. ___ _ - ,.^proviaonsoftoeRa8roadRetirementorSoaalSecuriiyActs;.. 

(4) Peer Review C>r«nG:a&ns to connection wito the revievy of claims, or in connection with studes or other review activities, 

m^ctedjxifsuantroPartBofTiBeXVIlloftheSocidSecurwAct; . ^ . _ ^ 

■ ' isnt of Justice or an judicative body when the agency, an agency employee, or the United State Gowmment 
. and the use of the information is compatible with tne pumose for which toe agency colected. the inforn)«lH^ (6) 

of Justice for investiaation and orosecutino violations of the Social Security Act to which cnminal pqnaitte attoph: 

American Medcal Association (AMA), for the purpose of attem^ng to identify medted doctors when the U 


he American Medcal Association (AMA), for the purpose of attempting to identify medicM doctors when the Unique Ph)^an 
.....„.ation Number Rettistry is unable to establish identify after matching contractor submitted data to the data extract provided by 

(sf^Ui^Mdual or organization fora research, evaluation, or epidemiologic^ project related to the prevention of disease or (tisabflity. 
or to toe restoration or maintenance of hpatt^ 

(9) Other Federal agencies who administer a Federal health care benefits program to enumerate/enrcB providers of medcal services 
or to detect fraud or abuse; 

i 1 0) State Ucertsing Boards for review of unethical practices or nonprofes^nal conduct; 

1 1 } State for the purpose of administration of heahh care programs; and/or 

12} insurance companies, seif insurers, health maintenance organizations, multiple employer trusts, and other health care groups 
projng heafth care d a im s processtog, v^en a Ink to Medcare or Medicaid claims is established, and data are used solely to process 
providers^ppfier's health care daims. 

The appicant should be aware lhattoe Computer Matching and Pifyacy Protection Act of 1966, (P.L. 100*503) amended the Privacy 
Act, 5 U S C. § 552a, to permit the government to verify information torough computer matching. 


Protection of Proprietary Information 

Privieged or confidential commercial or finandat information coBected on this form are protected from public disdosure by Federal law 
5 U.S!^552(bK4) and Executive Order 12600. 

Protection of Confidential Commercial and/or Sensitive Personal Information 


if any information within this application (or attachments thereto) CMSbtutes a trade secret or privileged or confidential informaM^as 
such terms are nterpreted under the Freedom of Information Act and appficable case law), or is ora highly sensitive personal nature 
such toat disclosure would constitute a dearty unwarranted invasion of toe personal wivacy of one or more persons, then such 
information wiB be protected from release by HCFA under 5 U.S.C. § 552(b)(4) and/or {bX6}. respectively 
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Upon completion, return this application and all necessary 
documentation to: 


According to the Paperwork Reduction Act of 1095, ito 
persons are required to respond to a collection of 
information unless It displays a valid 0MB control number. 
The valid OMB control number for this information coBection 
is 0938*0685. The time required to complete this Information 
c oB e c t ion is estimated to awrage 90 minutes per response, 
including the time to review irtstiuctions, search existing data 
resources, gather the data needed, and complete aitd review 
the information collection. If you have any comments 
concerning the accuracy of the time estimate(s) or 
suggestions for improving this form, please write to: HCFA, 
P.O. Box 26684, Baltimore, Maryland 21207 and to the Office 
of Information and Regulatory Affairs, Office of Management 
and Budget, Washington, D.C. 20503. 


cane Approval No. 093S4)68S j 

MEDICARE HEALTH CARE 
PROVIDER/SUPPLIERENROLLMENT 
APPLICATION INSTRUCTIONS 
General Application - HCFA 85S 


General 

This appicabon must be completed by al providers of services and 
suppfers of medcd ai^d other health services for enrolment in the 
Medkare program. Someappficants may also need to be surveyed 
and/or certlfi^ by the appropriate State Agency or Regional 
Medicare Office when required, to meet Medcare enrolment 
requirements. If you ne^ assistance or have any questions 
concerning the completiori of this application, contact your local 
Medicare contractor. 

A Bftpa r i Va ho Submitted far eadi claSSiRcation Of 

pravideiteuppfertype (eg., physician in priv^e practice, physician 
in group practice) even i the citferent types of services are 
tomished within the same organization or «T(ity (hospitals and all 
afUiated units). Each entity of an organeation shafl submit a 
separate appication (e.g., hospital based skied nursing tedty, 
hospices, outpatient cbnics, etc.). Each entity of a chain 
orgwization must submit a separate application. 
(Providerfsuppliers enrolling in the Medicate program as a 
group/partnership or a group memberfpartner must also 
compl^ HCFA Form B55G (Individual Group Member 
Application). Suppiers of Durable Me<kal Equipment 
Prosthetics, Orthotics, and Supples must enrol in the Medicare 
program using HCFA Form 8S5S (OMEPOS Suppler Applcation) 
Instead of this appication. 


Note: Any changes in the information 
reported in this application must be reported 
to the Medicare Contractor within 30 calendar 
days of said change. 
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DaRnMofi* 

/UittKxlzecI R«pres«itBth<e: Thfi appointed Official vvho has the 
authofty to enrol th« enti^ in the Medcara progfam as wel as to 
it»ics ^nges to the ^jpfic^ta Btatos. 

Chain Organization: Multipto providers/auppieis (chains) are 
CMned, lender through a^ other dsMces. oonhoteO by a angle 
bustneas an%. The chaiti oqfuniaiiiQti mu^ of two or 
more haaih care tocitias. TheeatttroSngbuaness-aftityiseaSed 
1hachain*H«ne Office*. Each entity (chain} may have a cffifarent 
owner (ganeraly chains are not owned by the Home Office). 

T^icaly, the chain home dfice: 

-maintair»unl!bmi procedures h each fadHty for hancOng 
a dmiaaion s . ulizafion preparation and prooeasing 

adtouadon notices bis; 

-maintains and . controfa oantraly. indwiduaf 
provider/suppier cost reports and fiscal records and a 
ma^ part aihe Mefficare aucit for each componarrt can 
be perfHmed c«^8^. 

Examples of provider ^pes that would typicaly be chain 
organtzatkins are; Certffiad Outpatient RehabStabon Facitias 
(COf^XSidted Ntmang Facibes (SNFs). Home Health /^f^idas 
(HH^X Cfeacat I.^x)ritohes (CUA L^X 

Cllnical Laboratory Improvement Amendments Number 
(CU^; This number ie ass i gn ed to labocatoriee who are certified 

tv HCFA tmder the Cfnicai Labomtory hnprowrmrt AmmKtoients. 

Note: As stated in Medicare Carrier Manual (MCM) 
section 1180, Cirucal Laboratory Improvement 
Amen^et^ Ucensuie. any iabortfory soicffing or 
aceepbng specimens in the intersiate commerce tor 
iaborstory tasting is required to hold a vafid ficense or 
tetter of exemption from Icensure Issued by the Secretary 
of toe United States Oepartnartt of HeWto and Human 
Services As in MCM saebon 1164, a 
CUA fiumber is required tor each laboratory location. 

ConsoUdatad Cost Riqiort A cost repwt compled tor rmiffiple 
tociSes Joined It^etoar mid filed urtoer toe pa^ to^s 
Medtoare kfenfificabon Number. 

Contractor: Any indwidual, entity, faciity, organizatkm, business, 
group pracSce. etc.. reeaMng an internal Revenue Service (IRS) 
Form 1099 tof services pravided to appicant (e.g., 
independent contractor, subcontractor, etc.}. 

Note: Contractors ^Hated this applicant should be 
identified in Sections 13 or 14 as sqipficatte. 

Distinct Part Unit [of a fadUty): A separate psychtatoc. 
rehablitation. or skied nursing unit that is attached to a hospital 
iwd wider toe F^ospecfive Payrmmt System (PPS) but wtKh » 
paidonaca6ttoHnburBemwttorWhernon4=>PSba8is. Rmustbe 
a ctearV identifiable unR. such as an entire ward. «^. floor, or 
buMrig. indudng al toe beds and related services in the unit, that 
meets al toe requirements tor a t^ of faciv other than the one 
in wNdr R is tocated, mto houses td the b«iefiet«ies sxt 
tedpterts whom payment is made under Medicare for services 
in toe other type of fadlity 
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EmiirieyarUeiXfficatian fhuRbar^iQ: Internal Revenue Seivtoe 
(IRS) tax identification number. 

Food and Drug Admintebration Number (FD^^: This is toe 
cerflficatkKt number assifptod ^ toe FDA ^ ecp^xnent used in 
mammography screening and dagnosfic services. 

Group: Two or more physrcians. norntoysktan praciilioners or 
otoar heaito care providerMB« 4 >pieis who tonn a fxacSce togetow 
(aeautoonzedfay Stntobw^ andwltofaiiiflerieaBeasatmit This 
axdudes contracted physicians, non-physician practtfioners and 
other contracted health care providers/suppiers. A group has 
htoMduffimembem The fetoMdudmembtts must beenumerated 
and msdad in ttie Medkxxe program as SI indMctoai to oRler to 
enrol as a member of the group. 

Only toose healto care prac^ners who we autootized to OH 
Medkam dka(% in toeir In^iduat ea^)aci6es are aSowed to form 
agioup. Agroupcancnly’beaaroledfRcartmeettoecofKfifions 
for reasslgninant (see toatoicfions tor section 18), 

TTie above definffion of a group Is to be used tor Medcare 
ermi^nai^ purposes onfy. Risnotthegrof^dffitofficmdescrtoed 
in section 1677(h) of toe Soctai Seeuilly Act 

Group Member: A physician or non-physician practitioner who 
renders swviees to a group practice and who reassigns hisimer 
benefits to the group. 

Legal Business Name: The legal name of the indhndual or entity 
applying for enrrdmert This name should be the same «s the 
torivtouai or artoV uses to rr^xMftog to toe PS. 

ManageinentService Organization: An onjanczation contracted 
bytheprovideitouppfertofurnishsomeoraladmirustratrve. derical 
and daton processing toncbwis ^ the appicanf 8 practice. 

Medicaid Number This number unique^ identifies the applicant 
as a Medicaki providerAiuppier in a given State. Please identify 
the State for wt^ toe numbw was issued. 

Medicare klentaication Number (MtN): This number uniqpjely 
identifies the ajitoflcant as a Medcare piaviderAuitote'' ahd is toe 
number used on claim forms. The Medcarekfentlicalton Number 
is dso totowm as Medca^e fTovider hhanbet wrd Provfdw 
Identification Number (PEN). Examples of Medcare Menti S c atkin 
Numbers are the UPIN, OSCAR number, NSC number, etc. 

ff ttte appicant is enFdbtg to toe Medicare program for ttw first 
tone, toe ^^plicantwtreearve aMedtoare NranOer 

upon enrolmwil 

Nattonal Provider identifier ^iPQ: This number is assigned lising 
toe Provider to iden% heffito care 

providersAuKieis. ttwireptecetoe MIN. 

National SuppierClearingtiouse Number (NSC): This number 
uniqu^ ktentifies fire appfcran? es a su pp B or of durable mectic^ 
equipment, prosthetics, odhobcs and cuppies. ttistoenifnber 
used by DMEPOS suppliwB on dakn forms 

Ori-UBeSurveyC «tacatlc» and n epot te igSysb«B(OSC/UR): 
National debase used hx matotaateg wid re&ww^ survey wrd 
oeriificalion data for certified providersAuppfiers thtf are approved 
to participate to the Madcara. Medtoaid and CUA programs. 
OSCAR numbers are asstgrted by the R^ional Medc^ office. 
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Definitions tcontinaed} 

Provider Based Organuation: EnWes operating under the 
control of a parent organization !e g. , hospital based End Stage 
Renal Disease Unit, SkWed Nursing Facility) 

Unique Physician Identification Number (UPSN>: NL>mt>ef 
asagnedio physidarffi. rwri-frfiysictan practiticneis at>d groups to 
identify the referring or ordemg phvwian on Medicare daims 


APPUCATtON COMPLETION iNSTRUCTiONS 

Furnish ail n»quested information in its entirety, ff a Held is 
not applicabie, write N/A in the Reid, if entire section is not 
appliC3rt>le, checlc the box at the beginning of the section 
indicating ^ ent^ sectton ts not applicable. Any section of 
the application that does not have a check box at the 
beginning the section indicating die entire secticn is not 
applicable must te compieted by apphcanL 

Check Type of Business: (For administrafrve purposes only) 

Check appropriate box indicatng how apphcanfs business ts 
stiuctured. The answer to this item wil not affect the amount of 
Medicare reimbursemtmt or enrollment sta&rs. 

Noie: If applicar^s tMiSiness ^uctiire is a oartnef^io. 
applicant must ^vtde a copy of ^ partnershp 
ag'eement signed by ^ parties and ident^g Hie 
general partner {if any) and attest that the partnership 
meets M State reqtiremwits. 

Check “Aorticant EnroHino As" Tw>e: {For administrative 
purposes only) The answer to this item wiK not affect the amount 
of Medicare reimbuisement or enrolment status 

See the irrstrucfeons bdow which identify the sections the 
appiiCcmt is responsible for comping. 

indivkftiat; An inOMduat phystcian or non-physician practitoner 
(e.g , physioan. nurse practilioner, midwife, etc.) 

tndrviducd Practitioners compietesections 1a, 1d, 2, 3, 

4.5.6, 7.6. 9, 10, 13 . 14, 15. 16, 17, 16 and 19. 

Sole PK^rtetor; An tndivsduai regstered as a busine® and issued 
a tax identificabon number from the IRS and t^eraftng under the 
business name. 

Sole Proprietors complets sections l a. 1 b, 1 d, 2, 3. 4 

5.6, 7,8.9. 50. 13. 14, 15. 16. 17. IB and 19 

Organization: A company, not-for-profil entity, governmental 
agency {Fecterai. State, cr Loc^) or health care deSvery system 
virfifch rendws care {e.g , f^armacy, equipment 

manufacturer, twspit^. Public Health Ctmic. laboratory, skied 
nurerng facNity, Ambulance Service Supf^rs, Independent 
Physiological Laboratories, etc.) An organizatiQn has employees 
and qualtfiesas a health •^'•“delivery system 
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O^ianizatjonscompete sections 1b. Id. 2. 3, 6. 7. 8, 9, 
10, 11, 12, 13, 14. 15. 16, 17, 18ar»dl9, Ambulance 
Service Suppliers must also complete Attachment 1. 
and independent Ph^k^ogica! Laboratories must 
also complete Attachment 2. 

Note: Partnerships see group Histrucboiv 

Group; Two or more physicians or non-physician practHioners who 
go Wo practice {as authorized by State few) and functon 

bIMedcareasasingfeunit The exdudes contracted physicians, 
non-physidan practiticnefs and other contracted health care 
provklersfeuppiiers. A group has kidviduai members. The 
indrviduaf members must have already been enumerated/enroBed 
in the Medicare program In order to enrtW as a member of the 
group. 

Groups? Partnerehips complete sections 1c, id. 2. 3 
D, 7, 8. 9. 10, 11. 12. 13. 14, 15. 16. 17, 18 ar^d 19 

Each group member/pariner must complete HCFA 
Form 855G. 

Note: PARTNERSHIPS; For purposes of th« 
paBtn«5hips should mrtoate that wit be 
enroBing as a group 

Note; RURAL HEALTH CUNICS: Rural Health Clinics 
that meet die defnicon of a group, ^ould aso submr! 
HCFA Form 855G {IndNidua Group Member Application) 
for member of the group Ths is not applicable to 
all Rural He^h Ciinics that are organizations or are 
prowder based 

Mass immunization BUter Only; A health care provider/supplier 
roster tsBs Medicare soiety for mass immunizations. 

Mass imimrnizatiof^ftoster Billers sections 

la, lb. Id, 2, 3, 6, 7.8,9, 10, 13, 14, 15. 16, 17, 18 and 
19. 

Mote: Applicants enroBing m the Medicare program as 
mass immonization/fost^ b#ers cainot btt Mecfeare for 
any oth^ services. The atH^^cant agrees to accept 
assignment d the influenzaftmeumococixm benefit as 
payment in ful and cannot 'balance buT the benefiaary. 

For those who are only applying to enroll in the Medicare 
program to tester fctf for mass immuniratior enter 
■Roster' under prmary speciality in Section 1A or enter 
■Roster" under fype of facairty in Section IB 


All applicants must sign and date the 
certification statement (Section 19). 
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IV 


Check ApoBeation For 

Mttal Eniolifnent: Appicant is enroBng in the Medkare program 
for the first time, or re-activatng a prior Medicare bibig number. 

Enrollment of Additionai Location(s); Currenfiy enroled 
prcMdef]%uppfier is applying to enumerate a new practice localion. 

R»oa<y ieaBon; Currently enroled prm^der/suppfier is completing 
appficafion tocomplywdh mandatory periodic re^iveyandfbrre- 
certfctfkx) through the State agency or Regional Medicare Office. 

Change of Ownerahlp: Currently enroled entity is completing 
appficafion to report fiew ownershipend notify the Merficare 
contractor of the d do lion of the current (prior) owners. The 
appficafion must be completed wlh information appficaUe to the 
new owner(8). The new a ppficafion should be submitted to the 
Medicare contractor where the entity is currently enroled. 

Change of Information: Currently enroled prowderAsuppfier is 
oompleling appficaUe secfions of the appficalion to report a change 
in Information other than owrvership changes. Currently enroled 
provider/suppfiers can use HCFA Form 855C (Change of 
infoirnafion) to report cha rrge e in name, specialty, e-mal a ddres s , 
practice iocafion address, bang agerwy address, pay to address, 
mafiing address, pricing loMffiy. telephone numberfs), fax 
number(8), and deactivation of Medicare bfing numberfs). 

When using this form to notify the Medcare program that a 
pracfice locafionfs), ownerfs), or various personnel are no longer 
associated with this ertity, please check the appropriate deletion 
box in the appficaUe saction(8}. 

M changes must be reported in writing and have an otiginai 
signatore. For indMduals. the provider/suM^fier must sign and tor 
o^anizabons and group practices, an 'Authorized Representative’ 
mustsigntocontirmiherequestedchange. Faxed or photocopied 
signatures wiB not be accepted. 

Check Where Applicant Will Be Submitting BiHs: 

Fiscal Intermediary: Appicant we be enroled to btO the fiscal 
fiitenneUaryoniy. The fiscal irtermedtery is also known as the Part 
A Medcare Contractor. The appicant we gener^ be a hosprtai 
or other todfify. 

Carrier Appficart wffl be enroled to bd the carrier only. The 
earner is also known as the Part B Medcare Contractor. The 
appicant wi generaly be a physician, non-physician practifioner 
or OMEPOS suppler. 

Both: AppIcanfsappfcafionweautomaticaOy be forwarded to bl 
both the fiscal intermedary and the carrier for enrolment 
consideration. 

Regional Home Health Intermediary: Applicant wil be enroled 
to Ui the regional home health intermediary. 


1 AppUr-a nt ktentincatioft 
A Individuals Only 

Complete al Items in this section if appicant plans to bi Medicare 
as an ndvidual physician or norv-phystetan practitioner (e.g., 
nurse). Al physidans and non-physidan praefitiormrs who are 
members of a group must ap^ as indwiduals for Medcare 
enrolment 

Compiele apdicanfs ful name, date and place of birth (county and 
/or dty). If appicant has prevkxi^ practiced or operated a 
business under another name. indudir>g appficanfs maiden name, 
supply that name under Other Name. 

Gender and RacelEthnidty informafion is optional. This 
information wd be only used to further ident^ the te>plcant as a 
unique mdividual. 

If appicant is a resident or intern at a hospital, check appropriate 
box. 

If applicant is enroling as an indviduai or sole proprietor, furnish 
the applcants primary spedafity (e.g. cardtotogist, pathologist, 
nurse practitioner, etc.). Designation of a secondary speciality is 
optiond. 

If applicant is employed by an entity that win receive 
payments for the ap^icanf s services, applicant must sign a 
Reassignment of Benefits Statement (Section 10). 

B. Organizations Only 

Complete this section if applicant is a sole proprietor of the 
busm» or i appicant is a pubidy or privately held busmess entity. 

Complete al items in this section. For Legal Business Name, 
supply the name that the business, organization or group practice 
uses to report to the IRS. For Type of Facity give the classification 
that designates the entity (e.g., hosprtai, skied nursing facity, 
home health agecKy, ambulance comparty, etc.), and check 
whether this tocity is accredfted or non-accreefited. 

Note: Cfintcd laboratories and independent physiological 
laboratories should annotate this section 
•LABORATORY* (LAB). 

Check whether appicant is a Orstinct Part Unit, a Provider Based 
Faciity, Branch, or an entity that files a Consoldated Cost Report 
under anUher tocitys number IT yes, provide name and Medicare 
identification number of the parent provider and compiste section 
7 for each efistnet part unit, provider based faciity, branch, or entity 
that ties a oonsofidaled cost report under another focIRfy’s number 
The final determination as to whether an entity is providW based or 
independent (free standing) wi be made by HCFA prior to 
completion of toe enrdiment process. 

If applicant receives payment for any services rendered by a 
practitioner who is an employee or when permitted by 
Medicare requirements a contractor, the practitioner must 
sign the Reassignment of Benefits stetement (Section 16). 


HCFA ass (S«7) 
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C. Physician and Non-Physician Praditloner Groups Only 

Complete al iems in this section. Pumish 9i« group’s legal 
business nema. Thbahouldbelheofllctel name used in reporting 
to the IRS. Fumtsh tee group's potnaiy (tee primary 

speciBCyafteemaiori^orteet^jup'smamhefs}. O^stgeOionsa 
asoDondatyepacmy is optional. Al group manteere who may Mi 
for M edfc aia aervioea mustlia indMdualy enraled in Madtesie. 
Eac^ 90(9 metebar must aiso c o BHM e fa the F«m 
SSSG (IndteMuat Group Member EnroRmentAppOcaiion). 

Ea^ gro^ me^wriiiuri aign tea IteftssigmReirtof Gan^te 
statamenf fouitd in HCFA Form S55G (IndteMuiU Group 
Member Emrobnant AppRcaUon). 

Note: PARTMStSHPS: When comptedrig teia eecSon. 
provide legal buainaes name of partnerahip, date 
partneish^ was incorporated, suttee State where tee 
f^teersh^ is incorp«ited. Place ’nA* in tee i^ecsaty 
block. 

aAfli^pgcants 

Furnish alnamee under which appficant conducts business at this 
locatkHt (doirig business as name). 

Conflate afYicarifsintfngaeldtess. (This is where the appicant 
can racateecorraspondenca from HCFA and MecicarebuBatins 
n<m tee Medtearo corteaeters. Tt^ adtesss tns^ be tee 
appBcanfa home addrees or a Post Office Box.) Appicafitmust 
sur^texnunteer and e-mai address tfavalaUe. nappficabto, 
conMete s^pScaifa prewousty assigned Medicare Idenlffication 
Numberfs) and tee name(8) of tee Center andter Fteciri 
Irtmnsiiaty Id which appicant most recently subrnitted bis uateg 
teis nuntear. if appicabte. completo appCtscuri's moat recent 
MedteaidrHxrtearmut tee Sate in it was issued. fififSom 

must prowde, when appicab te , elthar their Soda! Security Number 
(SSN) anchor their Employer IdentfficaliDnNutrteeffs) (0N(s)). 

Note: Al appBcante must provide eitear teeir Soctd 
Secubr Nurnbere (SSNs) or teek Etnployer ktentificainn 
Numbers^N^. ff appicant luamotebianmie^ 
Bst ai Eiis, lor k ten tteca tion purposes, itertirrg with 
the CM lo be used for Medic are tax rmwrting to the 
’^Internal Revenue Service. 

2.PaY To Address 

Sypc^ Ml retaieeted infcHin^ort. TNs viikess maf be a Post 
Office Box. 

Faimtente vd be made in tee l^^l busmess rtame teat tee 
tedviduai, organization, or groupfparteeiship uses to report te tee 
IRS, Bsreportedin Section leCte^dusl). lb. (organizaiion), or 1 c 

(group) of ttte a pplca b on. 

Inmostorcuimances, payments be made in the frame of tee 
individual wtto furnished the service urdess a vted reassignment 
has been etxnpteted. 
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3. Profasstonal and Business LJoanee. CerUBcation. xnd 
Reotetr^ion Informabon 

Alt appicants are required to fumteh information on al Federal. 
Slate and Local {d^cocnh'} professional and businees ioenses, 
certecalons andter registrMions raqirtred !o practue as appfecaif s 
{wovtdar/Buppfer type in appicanfs State (e.g. State medteal 
iicanae for physician. State certffication and/or registralion for 
fterses^Fed^C^rHnteer, Business Oca^»ncyUcense,iocte 
business Icensa, etc.). The local Medteare contractor wl. supply 
spade cradenleing lequiremante for appicanfs provider/Bup^er 
h^uponroquest 

Notertzad or ‘‘oartinad true'' ecmiea of the above intermabon 
are optenal, but may spa^ the processing of this 
^f^cimoit. 

N oteria e d; A mlareed copy of an original document teat 
vd ha^ a ^»rip v^teh stales 'Of^ai SeaTlcmg vrite 
tea name of the notary pubic. State, County, and the 
dale Ihe notary's commission expires. 

Certthed True: This te a copy of the orignte document 
obtained from vffiere lolginM^ (or is stored), and it has 
a raised seal which idmtifies the State and County in 
whid It migmated Of is stefed. 

In lieu of notarized or "certified true" copies of the above 
i e 9 ia B te d d bcMm ea te ,the^pfcantwayatteBfitaCerttecate 
of Good Standina frm the applicants State 
Itcensino/oertmcation board or other medical associations. 
This certificate cannot be more than 30 days old. 

Norvphysician precStiatwisvho must meet HCFA requirements for 
preteteionef stepedence should sidxd evidence of practice and the 
dates of en^teyment 

tf appfreanfs enrolment requires a State survey and certecation. 
tee ^>picw}t is required te forw^ excites of ^ite survey and 
certiiicabon documents te tee Melcarecontracter once they are 
received from the St^ agency or Regional Mednare Office. 

Note: Temporwy Icertsee are acceps^^e ^TOnnssiorfs 
wth INs appicaiion. However, once received, a copy of 
tee appicants permanent icense must beforwaided to 
the MeCte^e ctmlractor. 

Note; A business icense is required tor each practice 
iocatkm. 

4. Professional School Information 

if appicabte. supfXy teformMion abotA tee eteJO^rmai Nistterior 
from which apficant received medksal, profession^, or r^ec 
detyaeorirainingasiequiredbyappicanrsState. Enclose copier 
cd diploma, deg^ or evidertca qtai^iteg wc»k 

hkvvphyaietan practitiortersvvho must n>eet HCFA requirements fo 
educfffiw mutt pxos^ documartadon of courses or degree: 
taken that hjffii Medteare requiremeniB See attached ist 0 
contact the kx:al Medicare resxesentaive for instructions 01 
requir«ner)ts for ^ptcamts provtder/suppier 
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VI 


s. Board Certification 

tf appfcant is board certified, supply information requested. 

6. Exclusion/Sanctlon lnft>nnatton 

Supply al requested nformation. and. if appicabie, attach a dear 
copy Of the appicanTs reinstatement letterts] 

7. Practfce Loeatienfsl 

Complete afl Information requested for each location where 
appficant render services to Medcare benrtdaries. 

indhidual practitioners should include ai hospitais or other health 
care facities where they render service or have privaepes to treat 
their patients. Hospitals must ist al off-eite cfinics, dstinct part 
unis, and provider basedfacilies(e.g., slated nursing focity, rural 
heaHh cinic, etc.) and multi-campus sites. Home health agencies 
and hoeplM must ist al branches. 

Note: UsGng the facities controBed by a hospital or other 
enS^ does not eutomaticaly enrol them in the Medkaire 
program. These fodWes must dso complete HCFA 
Form 855 (General Appfication). 

PostofSce boxes and drop boxes are not acceptable as a practice 
location address. The phone number must be a number where 
patients ar>^cusbme(B can reach the applicant to ask questions 
or register complaints. Furnish name of highest ranking 
managing/dbecting employee for this location. If applicable, 
provide the CUA number or FDA certification number assodated 
vdlh each piece of equ^ent at each practice location and submit 
a copy of the most current certification. 

Indicate whether patient records are k^ on the premises, tf 
records are not at the practice location, supply the name of 
the storage focityiocation and the physica! address where the 
records are maintained. Post OfBoe Boxes and drop boxes are not 
acceptable as the physical address where patient records are 
maintained. 

«■ Pttof Prac tice Infonnatloii 

If appteant has previously bied Medfoare or Medfoaid. supply 
requested information. Indicate whether applicant has any 
outatertdng overpayments with the Medicare program. If applicant 
has not previousiy bOed the Medcare or Medicaid programs, 
continue to Section 9. 

9. Managing/Directtng Emriovees 

Note: This section is not to be completed with 
information referring to bttng agency/management 
service organization employees (see section 1 5). 

Complete this section for al epplicanfs managing/directing 
employees, includng, but not imited to. general manager(6), 
business managef(8), administratorfs), or director(8), or other 
rxMduatB who exercise operational or managerial control over the 
provider/supptier. or who drrectty or indirectty conduct the day-to- 
day operations of tee applicant 


Manaqino/DIrectinQ Emr>k>vees (continuedl 

Note: For large entities, only furnish the lop 20 
compensated managlngMirecttng personnel 

All organizabons should list the corporate officers along with the 
managing/drecting employees for each practice location or 
providerfouppter unil 

Supply al requested information about the managing/drecting 
employ’s past and present bBng retationshipe with Medicare. 

Supply ai requested sanction information, and. if appicabie, attach 
a dear copy of the managing/drecting employee's reinstatement 
ietter(6}. 

10. Ownership Information 

Complete this section for al individuals and/or entities who have an 
ownership or control interest in the appicanTs business/entity, tf 
owner is an indvidual. complete owner name, social security 
number employer idenlificatton number. Ifappicantisowned 
by another entity, complete legal business name and employer 
identiication number Entities ownership interest must provide 
their legal business name(s]. 

A person or entity with an owne.-sWp or control interest is one that 

has an ownership interest totaing 5 percent or more in 
the provider/supplier. 

has a drect. rdrect, or combination of drect and indrect 
ownership interest equal to S percent or more in the 
provider/suppler, where the amount of an indred 
ownership interest is determined by multiplying the 
percental of ownership in each en% (for example, if 
A owns 10 percent of the stock in a corporation that 
owrw 80 percent of the providerfeuppler, A’s interest 
equates to an 6 percent indirect ownership interest iri the 
provider/supplef and must be reported); 

owns an interest of 5 percent or more m any mortage, 
deed of trud, note or other obigation secured by the 
provtder/suppler if that interest equals at least 5 percent 
of the vdue of the property or assets of the 
provider/Buppfier, 

is an officer or drector of a provider/supplier that is 
organized as a corporation; and/or 

is a partner in a provider/suppler that is organized as a 
partnership. 

Supply afl requested information aboirt the owner's past and 
present bHing relationships with Medcare. 

Supply al requested s^tction information, and. if applicable, attach 
a dear copy of the owner's reinstatement letterfsi 

Attach copy the entity's IRS form W-9 pertaining to this 
provider/supptier/busirreWentity. The IRS form W-9 wi be used 
to vei% the employer identification number. In leu of the IRS form 
W-9. the appl^nt may use any ofliciat correspondence from the 
IRS showing the name of the entity as shown on this appitcafion 
and the tax identification number 
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11. PafentfJoint Venture or Subsidiary Informatioo 

If appKcant is a subskiary (wholly or partially owned by ar>other 
organization or business], or a joint venture (equ^ owned by 
another organizalion(5) or business(8)), complete al infOrm^n 
requested In this section about the parent c omparw or lomt 
venture Attach a copy of parent company’s or other own^s IRS 
W-9 form pertaining to this provider^uppier/business/entity. 

19 rtmln OmanbaBon Information 

This section to be completed by Part A institutional 
provkIetfsuppHm ONLY. 

If appicant is a chain organizalion. check appropriate action block 
for tfssdtain, then surpiyal information requested about the chain 
home office . 

Note: This section apples to al institution^ chain 
providefteu^iers. (e.g., Independent Physiolotfcal 
Laboratories, Portable X-Ray suppiers. Home Health 
Agencies, Ambiiance compart, ete.) whether they b« 
a earlier or fiscal intermettery. 

1 3. Contractor Information ffhvsk^n and N on-Phvsiciai!_ 
IndMduatsi 

Note: Section 13 refers to contracting with a Dhvskaanor 
nofv-Dhvacian rndwidual. 

If aiH^icant currently contracts with a physician(s) and/or a non 
physician indwiduaKs). complete al information about each 
contractor with whom the appicant does business. 

Supply al requested sanction information about the contractor(s). 
and, if appicaWe, attach a dear copy of the contractor's 
reinstatefnent letter($). 

14. Contractor Information (Business Ot nanization(si 

Note: Section 14 refers to contracting with a busine^ 
organization . 

If appficant currently contracts wtth a business organization, 
complete al information about each contractor with whom the 
applicant does business 

Supply al requested sanction information about the conttactof{s). 
and. S applicable, attach a dear copy of the contractor's 
reinstatement letter(8) 

15. Billing Aoenev/Manaoement Service Ofo anization 
Address 

If the applicant currently uses or will be using a biing 
ageneyfmanagsment service organization to submit bSs, cornplete 
al requested information and attach a cun'ent copy of the signed 
contract between the appficant and the billing agency or 
management service organization 


OMB No. 0 93 frO68S y|| 

piiiinfl Aaenev/Manaoement Service Organization 
Address (oontinuedi 


Note: If appficant has a relationship with a bOing 
agwwyftnanagement service organization but no written 
agreementAxxrtrad easts betwreen applicant and biing 
ageneyftnanagement service organization. an 
agreementfcontrad must be written and furrMshed with 
this appficalion. 

Complete al requested information 

Medcaewlonly payaheatth care provWer/suppfier benefit in the 
provider/suppfier name or the entit/s legal buwess name to a 
bttng agency or marmgement service organization if; 

the agent receives the payment under an agency 
agreement with the providerJ^ppfier. 

the agents compensation is not related m any way to the 
actual dolar amounts bSed or coOected; 

the agenfs compensation is not dependent upon the 
actual cofiection of payment 

the B^ent acts under instructions which the 
providef/suppfier may motfify or revoke at any time; and 

the agent, in receivirrg the payment, acts only on the 
provkJer’s/suppfier’s behalf. 

Limited Exception: An acceptable maing/WSng arrangement 
could ©dst e.g.. where, for bookkeeping purposes, the applrant 
has his/her checks mated to a bSng agent/management service 
orgarizatkm who is ineigfale to receive the payrnents, and both toe 
agent/organization and the appficdnt state in writing that toe 
agent/organization wi forward the chedts to the appficants bank 
for deposit into his/her business account on toe condHion that toe 
check is depo^ in the appficanfs bank account and funds from 
this account can only be drawn in toe name of the applicant and 
the appficant certifies that hefehe wfil continue this payment 
afTw>gementr effect only so tong as toe applicant has sole control 
of the account and toe bank is subject only to the appirants 

instructions regarrfing the account If Bfopficant is un^re histoer 
billing agent/management service organization qualifies for this 
exception, contact the local Medcare contractor for further 
clarification. 

Note: Any charrge in toe contract/agreement between 
the appficart and the bfifing agency/management service 
corporation must be reported to the Medicare contractor 
within 30 calendaf days of said change 

Note: See irrstructions in Section 18 (Reassignment of 
Bendte Statement) for further information concerning 
Federal requirements for reassignment of benefits 


\ 
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If ^}pfieant pians to st^bir^ bis dectronkaSy, or would 
infonnabon 8|»ut tiectronic tjSIng. supply a contact name and 
phone number. The Medicare contractor wl be n contact with 
furtlier instructions about quaMying for etectroriic bCng 
»itxnissions. 

17. Contact Person 

F^owde ^ M name tmd foi^^fone numb« indMduat who 

can be reached to artswer questions reganSng the Information 
furnished in this appficatkMi. 

is. ReasskmBveat ofKm^^ ^ i^ m ent f 

In general, Medcare only makes payment to the benetkiary or the 
inrMduatryenitytMdrecaypre'^estbeservice. Anyi^^Ocant 
yrtio i^kmKs, mfoOm esd^ to reeei^ .payment for . the 
a pp a c a nfs services must sign the Re»5jgnn*entof D et*e fi t a 
Statement FAiretodosowicausea^^tyinprocessingthe 
^ptcation and imJt the Health Care Finand^ A rto ii n t ^a Bon'B 
ablHy to m^ce pa^nent Hrere are. hcmewM-. a few speciSc 
exceptions (see note], 

Noto: The appicant ^ permittod Fedenrt tow to 
reassign Medc^e ben^ to an employer, toe tocSy m 
which the appicant provides services, or to a heafth care 
deiveiy systm. The appicant may reassign ben^ to 
butof^ifitmeetstoereqt&em^it&^ndin 
42 CFR 424.73 (see section 15 (BBng 
AgencyiManagemsnt Service Organization}). For further 
in fo O TU fon on Federal requirements on reassignment of 
bmielito toe ^ipicant shOi4d c<H;tact his/her Medicare 
c on t r ac to r before signing toe ap^Acabon. 

Ifenroi^asagroup member, see HCFA torm 855G for 
compteliemoftoereas9^HnerTtofbt»ie^sts^ent Oo 
not comply tote section. Use Section 4 of toe HCFA 
6S5G (Indviduai Group Member Application). 

18. Certtoeation Statwnent 

This statement includes the minimum standards to which applicant 
must adhere to be enroSed smd to participate in the Medcare 
p tB Otam as a provtoerfeuppier Read these s^emertorcarefidy. 

By signing the oertiTiuaUun statement, applicant agrees to all 
the conditions ttoted in t)» certification stotement and may 
be disenrotied from tiie program if any crntditions we 
violated. The certification statement must contain an 
original signature. Faxed or photocopied signatures will not 
be accepted. 

Note: If applicant is applying as an individual, applicant 
must sign and date the statem^ If applicant is applying 
as at^ogwieatoo was a group practice- an authorfeed 
representative of 0* * f»pn*ni ^ation/Qfoup practtee 
(Officer, CEO, or general partner) must sign toe 
application If appScant has more toan one autoweed 
re{xe«ntS!ve. fumteh names and sign^ures of those 
authoreed representatives who wffl be directty involved 
with the Medicare contractor. 
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Attachment 1 Ambulance Service Suppliers 

Complete at information requested and supply copyfs) of at 
applicable icenses 

Mole: ifappicantBCurrenttyStateiceroed and certified 
to operate as an amtxiiance service suppber. attach 
copies of d State documents and skip sections 1 and 2 
wtwn completing this attachment 

A oc^ of appicanfs current Icense or certificate must be attached 
to thb form. The aRedtve date and «q)iratton date must be stated 
on the fioense or c ertfca te . Oaims wi be paid based on these 
Appicar^mustprovidethBoffice with a copy of the renewal 
fecense in order to receive payment after the rene^ date. 

1. Description of Vehidefs} 

Appfcant must identic the type (automobie, aircraft, boat, etc.) of 
each veMcle(8}, and fumi^ year, make, model, and vdtide 
identification number. 

Appicanfs vehicle(s) must be speciaBy designed and equipped for 
transporting the dck or injured, it must have customary patient 
care equipmertt includng, but not fanited to, a stretcher, dean 
inens, fird aid supples, oxygen eqwpment, arid it must also have 
such other safdy and ifestoing equipment as required by State 
and local authortties. Ifthe ambulance wi supply Advanced Life 
Support (^S) services, ist aS the necessary equipment and 
provide written documentation of certification from the authortzad 
icensing and regulation agency for appicanfs area of operation. 

Vehides must be regulariy inspected and recertified accordng to 
appficable State and local fcensure laws. Evidence of 
recerScalion must be submitted to the Medicare contractor on an 
ongoing basis. 

Note: Air Ambulatwe 

To quaf^ for air ambulance, the folowing is required: 

a wrSten statement signed by the President, Chief 
Executive Officer, or Chief Operating Officer that 
gives the name and address of the facity where the 
arcraft is hangared; and 

proof that the air ambulance provider^ppler or its 
leasing company possesses a vafid charter fight 
Icense (FAA 135 Certificate) for the aircraft being 
used as an w ambulance. If the air medcd 
trartsportation company owns the aircraft, the 
owner's rreme on the FAA 1 35 Certificate must be 
the same as the provider/suppiier's name on tois 
enrolment appfication. If the air medtoal 
transportation company leases the aircraft a copy of 
the lease agreement must accompany this 
enrollment appication. The name of the company 
leasing the aircraft must be the same as the 
prowler/suppier's name on this enrolment 
appication. 


OMBApprovBlNo. 0838 0685 


2. Qualification of Crew 

TheambdarKecrewmustconsistofatleasttwomembers. Those 
crew members charged with the care or handing of the patient 
must include one incfividual with adequate first aid training. i.e., 
training at least equivalent to that provided by the standard and 
advanced Red Cross firet aid courses if the ambulance crew w9 
prowde ALS services, they must fst their ALS trainir>g courses. 

Training 'eqiwalenr to the standard and a<hranced Red Cross first 
ted courses include ambulance service training and experience 
acqiired In mBaty SMvice. successful completion by the indMdute 
of a comparable first aid course frimi^ed by or under the 
sponsors h ip of State or locte authorities, an educafionte nstitution, 
a fire department, a hospital, a professkmte orgarization. or other 
such quafified organization. 

Appicant must enclose a certScetefs) showing that crew members 
have successfitfy completed the required first aid training, or give 
a descripfion of the equivalent mitary training end where and wriien 
it was received. Crew must continue to pursue and complete 
continuing education requirements in accordance with State and 
local ioensuie laws Evidence of recerlficalion must be submitted 
to the Mecficare contractor on an ongoing basis. 

3. Billing Method 

Answertelappicable questions regardtogbiBng methods. Supply 
the name of the Medical Director and the geographic area the 
applicant services. 

Note: Paramedic Intercept Services: 

A basic fife support (6LS) ambulance supplier may 
arrange with a paramedic/EMT organization or another 
advanced fife support (ALS) ambulance ^ppCer to 
provide the advanced fife support senrices while it 
provides for the transportation component The BLS 
would bi for the advanc^ fife support services and rriake 
arrangement to pay the organization provkfing the 
advanced tfe supfwrt services. As an aftemative, the 
BLS cc^ arrange for the orgartization providing the 
advanced life support to be its bKng agent 

If this arrangement exists, ^)p6cant must complete 
section 15 (SIfing ^encyManagement Senrice 
Organization] and submit a copy of the signed contract 

Check appropriate box intecafing if appGcant bits for nautical miles 
or statute mies. 

4. ExcluslonfSanction Information 

If applicable, supply afl requested information for the company or 
*iy owner or emplo^ of the company and attach a dear copy of 
the reinstatement form(s) 
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Attachment 2 



1. lden&fK»tion of Supervising/DIrecting Physk^a(s} 


The information in this section is required only if applicant’s 
State r^uires that a superWsing physician be associated 
with ev^ iPL Supei\ising phveidans mu^ perform their duties 
as described by State requirements. Each supervisingfdirecting 
physciari B required to be enrolled as a Medicare provrider^Pi^er 
(complete HC^A Form 855 (General AppOcation)), 

2. Swice Performance 

LK d 0^-4 and HCPCS codes this iPL or its contractors intend 
to perform, supervise, interpret, orbiO. Describe thesetfingwfiere 
the service wB be rendered, and Idenfify each phyactan who wBl be 
performing, super^ng, and/or interpreting the resutls. 

3. Description of Service Site 

Complete all required information. -If bperafing mobile units, the 
vehides must be regulatfy inspected and recertified according to 
State and iocd licensure tews. Evidence of recertification must be 
submitted to the Medicare contractor on an ongoing basis. 
Enclose copies of all vehicle regrstration(s). In addition, complete 
aS information concerning ap^canfs busin^s/practice location. 


4. Referral Records 


Explain how refertaJ records, phyaidan's written order and the 
name of the technician who rendered the service are maintaned. 

5. Signature of Supervising/Directing Physiciaf^(s) 

Each supervising/directing phyadan identified in Section 1 of this 
attachment must complete and agn this section. 


OMB Approval No. 09380685 
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r archlal ■■■ f. 'Ti. ~ 'i riwrit h ••" jpp , .i r 

General Applica^ior> 


(Applicant 

I Enrolling As: □ Individual □ Sole Proprietor - n Organization OGroup □ Mass Immunbation Biller Only 


' PLEASE CHECK APPLICABLE BOX (for administrative purposes only) 

a of Business; □ Individiial □ Corporaaon □ Partnership □ (specify) 


PLEASE CHECK APPLICABLE BOX (for administrative purposes only) 


PLEASE CHECK APPUCABL£ BOX 

jApplication Fon □ laife! EnroUmsnt □ Re-certrfication 

□ EnrollmCTt ol AdditiWBl Loc3tion(s) 


I I Change of Ownership 
I I Change of Information 


[Where will applicant be sufamittiitg billings? □Fiscal 


□Cartier □ Both (OR) U Regional Home Health intennedlar; 


1 . *i)iJl’c3iu ld.-in!irc:dtirT: 


■ 


A. Individuals ONLY 

r:hs>r!V hr‘r#» f 1 ontv if this entire section does not apply to the applicant. 


Name: Rrst 


Last 

Jr., a-., MD., elc. 

rwhpj-Nanw Flrfi 

Middle 

last 

Jr, Sr., MD., elc. 


Re^rwy Status OtappiKal^e) 

Name of Fa«!tty Where Resident or Intern: 


Are services rendered in ttie above setSng part of the applicant’s req uirements for graduation from a formal residency program? fTl VES I I 

Primary Specialty (e-g. pathdo^. cardiology, nurse practitioner, etc.)(required) | Secondary Specialty (rf applicable) 


tender (optional) □ male ^ □ female — 

RaceflSftricity (optional) □ Asian or □ Hispanic □ Black (not Hispanic) □ Noitti American O wnite (not Hispanic) 

Asian American or or African-American Indian or 





Alaska Nalive 

Date of Birta 


County of Birth 

State of Birth 


Country of Birth 

(MM/OO/YYYY) . 




— 



B. Organizations ONLY 


Chr>r^if h<»rf» i i onlv if this entire section does not apply to the applicant. 

Legal Business Name 

Fiscal Year End Date 

fMM/OD) 

Incoiporation Date (if applicable) 

;(.MM.'DO/YYYY) 

Type of Facility (e.g., hospital, nursing home, clinical laboratory, roster biller, etc.) i 

1 i Accredited 

! 1 Non-Accredited 

State Where 

Date Business Established at This Location 
nyiM/DO/YYYY) 

Ail other states in which 

apErficanI does business: 


1 1 Yps ! i No tis this a distinct part unit? 1 — 1 Yes U No 


IF YES to any of the above taree questions, furnish name of parent provider. 

Parent Medicare Provider Number 

DoesappUcantoperaleother units, off-site clinics, or have multi-campus sites or branches? 1 — ! Yes i — S No 

If Yes, how many of each? other units off-srte clinics .mutli-Dampus sites branches 


C. Physician and Non-4=»hysician Practitijiner Groups ONLY (For each group member, complete form HCi-A tibo^o.) 
Check here □ only If this entire section does not apply to the applicant. — 

Legal Business Name 

Irtcorporation Date (if applicable) 
(MM'DD/YYYY) 

Stale Where Incorporated 

Group’s Primary Specialty (required) 

Group's Secondary Specialty (if applicable) 

HCFAassrsrsT) 
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D. All Applicants 

Under what name does api^icaht conduct business at this, location? 

rOoing Business As* Name) 

•Wailing Address Line 1 


Mailing Address Line 2 


City 

County 

State 

ZIP Code + 4 

Tetephexw Number 


Fax Number 

( ) 

E-mail Address 

Empli^ Identificatkm Nun*er Of ^plicabte) 

Soc^ Security Number (if applicable) 

Medicare Identirication Number(s) 

Of applicabte) 


Does applicant now have or has applicant ever had a Medicare or Medicaid provider number in this or any other slate? 

I — I Yes O No IF YES, supply ail currerrt and prior infoimahon requested betow. 


Current Canier Name (S applicabie) 

Current Intermediary Name (if applicable) 

Cunenl Medicaid Number/Sterte (if applicab 

Prior Carrier Name Of applicable) 

Prior irrtermediaty Name (if applicable) 

Prior Medicaid Number/State (if applicable) 

Current CLiA Number Cff appTicaWe) 

Prior CUA Number Of applicable) 

7 "Pav To" Aiiaross 

Mailing Address Line 1 

Moling Address Line 2 

City 

State 

ZIP Code ♦ 4 


3, iMofcss'on-il ard Business I consp'Certinf'o’tJoii/PcgiPtfaHor )nfor.TOiion_^ ^ 

Attach a copy of each required Federal, State, and/or local cily/county business and/or professional license, cerlificdlu 
registration. Notarized or "certified true" copies are optional but may speed the processing of this application. 


Has applicant ever had any Federal, State, and/or local city/county business and/or professional business license, certification 
or registration revoked or suspended? □ Yes □ No IF YES, explain below and attach copy of reinstatement letter 


4."Pfcfos»ionjl School iiforcna ^iop 

Check here □ only if this entire section does not apply to the applicant. 


Attach a copy of each degree or certificate. Notarized or “certified true" copies are optional but may speed processing of application. 


School Name 


Graduation Year 




(YYYY) 



City 

State 

Country 


5. Bo<)rd_Certt1:cdtioi‘i 

Check here □ only if this entire section does not apply to the applicant. 

If applicant is Board Ce rtified in his/her primary specialty complete the following information. 
Certification Board Name Certification Number Effective Date 

(MM/DO/YYYY) 


Expiration Date 
(Mwroorrm) 
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A. Has the applicant ever been sanctioned from the Medicare/Medicaid program, or debaired, suspended, or excluded from any 
other Federal agency or program? D Yes □ No IF YES, supply the following information 


Date(s) of Sanction, Debarment, etc. Date{s) of R^nstafement (Attach copy(5es) of the Reinstatement letler(s)) 

(MMfPCyVYYY) (MM/DD/YYYY) 

B. Have civil mortelaty penalties ever been levied against the applicant by the Medicare or Date(s) of Penalty 

Medicaid program or any Federal agency or program? Q Yes (U No CMwocmro 

IF YES, has penalty been paid? □ Yes O No 


W 


7. Practice L 


Check here □ if deleting this practice location. 


A. How many practice locations does applicant utilize? 


B. "Doing Business As" name for this location 


For each location, copy this page and complete section 7. 


Medicare Identification Number for fiits location 
(if applicable) 



Date applicant b^n practicing at bus location? Ilf appOcaWe, date appficant ceased pracfcing at this location? 

(MMfDDfYYTO |(MiWDDfirm) ^ 


C. "Pay To" address for this practice location, if same as practice location in section 7 B., check here i I and skip to section 7 D. 


Check here I 1 if applicant wants all payments serit to address furnished in Section 2 “Pay To" address. 

Mailing Address Line 1 


Mailirrg Address Line 2 
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only if this entire section does not apply to the applicant 

If applicant has previously billed the Medicare or Medicaid programs furnish requested prior practice information below. 
For each prior practice, copy and complete Section 8. 


Type of Practice Status □Inactive IF INACTIVE, supj^d^e of termination (MMrtJOAYYY) 

rn Active ^ 

Legal Business Name ~~ * looing Business As Name 



A. Identifying Information 


Name: First 

Middle Last 

jr.Sf., MD, etc. Title/Position 

Social Security Number 

Employer Identification Number (if applicable) 

Medicare identification Number fif applicable) 

Date of Birth 

(MM/DDrrVYY) 

County of BIrUi State of Birth 

Country of Birth 

B. Does this Managing/Directing employee now have or ever had a Medicare or Medicaid provider number in this or any other 
state? f — t Yes 1 — i No IF YES, supply all current and prior Information requested below. 

Current Carrier Name (if applicable) Currer.t Fisca! Intermediary Name (if applicabie) Current Medicaid Number/State (if applicable) 

Prior Carrier Name (if applicable) 

Prior Fiscal Intermediary Name (if applicabie) 

Prior Medicaid Number/State (if applicable) 


C. Has this managing/directing employee ever managed/directed or had ownership interest in other organizations that have bill 
or are billing Medicare for services? I I Yes I I No- IF YES, ho wrnani^ ^^^^^^--- Cwnpletebelwv^for^e^h^i^anization^ 
Legal Business Name iMedicareTdentificatiai Number lEmployef IdenUfication Number 


Current Carrier Name (if applicable) Current Fiscal Intermediary Name pf applicable) Current Medicaid Number/Slale (if appli 

Prior Carrier Name pf applicable) Prior Fiscal Intermedary Name (if applicable) Prior Medicaid Number/Staie (if appiica: 

D. Has this managingfdirecting employee ever been sanctioned from the Medicare/Medicaid program or debarred, suspended, 
excluded from any other Federal agency or program? D Yes LJ No IF YES, supply the following information. 


Date(s) of Sanction, Debarment, etc. Date(s) of Reinstatement (Attach cq)y('es) of the Reinstatement letter(s)) 

(MM/DD/YYYY) (MM/DOA^fY) ^ 

E. Have civil monetary penalties ever been levied against this managlng/dlrecting employee by the Dale{s) of Penalty 

Medicare/Medicaid program or any Federal agency or program? □ Yes C3 No (MMfDD/YYYY) 

IF YES, has penalty been paid? O Yes □ No 
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ormation 


Check here IHI if deleting Oils ovvneie' 
Effective date of del^ion? l 


with this entity. 

(MWDOnrYYY) 


How many owners have S percent or more ownership interest in this entity? 


(maximum of 20) 


For each owner, copy this p^e and complete Section 10. 


Check here □ if applicant listed in Section 1A Is the sole owner AND attach IRS form W-®, and skip ttiis section 
Applicante must submit a copy of the entity's IRS fonn W-9. 


OiMvr Naine; First 

Middle 

Last 

Jr., Sr.. MO, etc. 

Other Name: Fast 

Middle 

Last 

Jr., Sr., MO, etc. 

Legal Business Name 

'Doing Business As' Name 

Effecttve Date of Own^shlp 
(MWODfriYY) 

Date of Birth County of Birth 

fMM/DD/YYYY) 

State of Birth 

Country of 

Social Security Number 

Employer Identification Number 

Medcate ktenttficatiori Number (if apf^icable 

B. Does this owner now have or has owner ever had a Medicare or Medicaid provide- number in this or any other state? 

Yes I — I No IF YES. suDOlv all current and prior information requested below. 

Current Carder Name (if applicable) 

Cuirent Fiscal Intermediary Name (if appficabte} 

Current Medicaid Nirmber/State ftf aj^icabi 

Pdor Carrier Name C<f appflcable) 

Prior Fiscal IntOTiediary Name (if appTicable) 

Prior Medicaid Number/State (if a^^icable) 

3. Has this ovmer ever managed, directed, or had ownership in other organizations that have billed or are billing Medicare for 
services? □ Yes □ No IF YES, How many?' and complete the foilowing for each organization: 

Organization's Legal Busirress Name 

Emi^oyer Identtficaaon Number 

Medicare Identification Number 

Current Carrier Name (if appTicabte) 

Current Fiscal intermediary Name (if appHcable) 

Ciffrent Medicaid Number/State (if applicab 

Prior Carrier Name (if apfXicaMe) 

Prior Fiscal Intermediary Name (if appTcable) 

Prior Medicaid Number/State (tf applicable) 


D. Has this owner ever been sanctioned from the Medicare/Medicaid program or debarred, suspended, or excluded from any oth< 
Federal agency or program? I \ Yes I I No iF YES, supply the following information. 


Date(s) of Sanction, DcbarmerX. etc. 
(MWDD/YYYY) 


Dale(s) of Reinstatemert (Attach a eopy(6) of tt» Ranstatement letter(s)) 

puiM/DfyiiTino 


E. Have civil monetary penalties ever been levied against this owner by, the Medicare or 
Medicaid program or any Federal agency or program? □ Yes □ No 

IF YES, has penalty been paid? I I Yes I i No 


Oate(s) of Penalty 
(MM/DDrtYYY) 


HCFASSSfflST) 
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187 


OMB Appreval No. 0e3&O63S . 

*1 ®diont*Joi.i Venuif ^ j- Suohioi arv *nformanc-< 

Check here □ only if this entire s^rtion does not apply to the applicant 

' this entity is a subsidiary company or joint venture, check appropriate box below. 

I i Subsidiary Company I I Joint Venture 
Is this a free standing site? □ Yes I I No 

Attach a copy of parent company's or other owner's iRS form W-9 pertaining to this provider/business/entity. 

IF Subsidiary Company or Joint Venture, complete the information below about the PAREfQlcoiTieany^lOiNT. venture. 

Legal Business Name 


Doing Business As Name 

Effective Date of Affiliation 

(MM/DD/Ym> 

Empioyef identificatiwi Ntmiber 

Medicare Identificafion Number 

Current Carrier Name ^ applicable} 

Current Ftscallntemiediary Name (if appiicabte) 

Current Medicaid Numb^/State ^ applicable 

Phor Carrier Name ftf applicabte) 

Prior Fiscal Irttermediary Name (if 

Prior Medicaid Number/SMe Of apptk»ble) 


Business Stre^ Address Line 1 


City 

County 

State 

ZIP Code + 4 

Tele^iofte Number 

( } 

Fax Number 

( ) 

E-mail Address 


Chuiin C/rgariizrtioP liilomtVicp 

This section to be completed by Part A institutional providerisuppliers OMLY. 

Check here I I only if this en tire section does not apply to the applicant 

Does the applicant need to register a chain action? (see list below) ; I I Yes I I No 

IF YES. check the appropriate action; C3 Applicant in chain for first time 

1 ! Applicant in a different chain since last report 
i i Applicant dropped out of all chains 

I I Applicant in same chain under new chain name 


Complete the following information about the chain Home Office: 


Name of Home Office 





Effecfive Date of Linkage 
(MM/DD/YYYY) 

Name of Home Office 

Administrator or CEO; 

First 

Middle 

Last 

tr;L 

Title of Home Office 

Administrator or CEO: 


Home Office Business Street Address Line 1 


Business Street Address Line 2 


City 

County 

State 

ZIP Code + 4 

Telephone Number ! 

( ) ■ 

Fax Number 

( ) 

E-mail Address 

Chairr Number 

Name of Home Office Intermediary/Carrier 


Applicant's Affiliation to Chain; □ Joint Venture/Partnership □ Managed/Related O Leased 


I I Operated/Related [3!] Wholly Owned [HI Other 

Fiscal Year End Date of this Chain Do all the providers/suppliers of the chain use the same Part A fiscal intermediary? 

(MM/DD) [HYes Qno 

















Checkhere .□ if deleting (no longer using) this contractor. : 


Check here □ only if this entire section does not apply to the applicant 


.iow many physician and non physician ccmtractors does the applicant use? ■ 

For each physician and non physician cont>’actor, c opy this page and complete Seetion 13. 

A. Does the applicant contract for any medical or diagnostic services with an individual physician or non-physician practitioner for 
which the cost or value is $10,000 or more in a 12-month period? □ Yes CD No 

IF YES, complete the Information below for each physician and non physician contractorwith whom the applicant has a contract 


EMng Business As Name 


I Efiectiye Date of 
(MM/DD/yYYY) 



B. Does this contactor now have or has this contractor ever had a Medicare or Medicaid provider number in this or any other 



(fm/DPrrrcf) |(MWDD/mv) 

D. Have civil monetary penalties ever been levied against this contractor by the Medicare or Me(s) of Peralty 
Medicaid program or any Federal agency or program? CD Yes CD No p.lMrt)D/yYYY) 

IF YES, has penalty been paid? I 1 Yes I No I 
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C heck here PI if deleting (no longer using) this contractor. - 

•leck here □ only ifthis entire section does not apply to the applicant. 


How many business oi^anization contractors does the applicant use? — 

For each business organization contractor, copy this page and complete Secti on 14. 

A. Does the applicant contract for any medical or diagnostic services with a business oiganization for which the cost or value is 
$10,000 or more in a 12-month period? Q Yes □ No 

IF YES, complete the information below for each business organization contractor with whom the applic ant has a contract. 

Legal Business Name 


Doing Business As Name 


EffecUve Date of RetathKiship/Reassignment 
fMWDOmTY) 


Bu^ness Stree) Address Line 1 


Business Street Address Line 2 


City 

State 

ZIP Code + 4 

Telephone Number 

Fax Number 

( ) 

E-mail Address 

En^oyer ldentificati«i Number 


Medicare Idmtificadon Numbs- (if applicable} 


i — 1 Yes 1 — 1 No IF YES. suDDiv all current and prior Information requested below. 

Current Gorier Name C>f a|^>licaUe) 

Current Fecal intermediary Name (if awrficabte) 

Current Medicaid Number/State (if applicat 

Prior Carrier Name fif appQcabte) 

Prior Fiscal Intemediary Name (if a|:^)licable) 

Prior Medicaid Numba/State Of applicable) 

C. Has this contractor ever been sanctioned from the Medicare/Medicaid program or debarred, suspenoeo, or excluded from 
anv other Federal agency or program? □ Yes □ No IF YES, supply the following inforraalion. 

Date(s) of Sanedon, DebarmenL etc. 

(MM/DD/mV) 

Date{s) of Ranstatement (Attach copy(s) of coi 
(MM/DO/mY) 

itractor-s Ranstatement tetterfs)) 


Medicaid program or any Federal agency or program? 
IF YES, has penalty been paid? 


n Yes □ No 



Check here fl if deleting (no longer using or changing) this billing agency/service management organization. 


Check here □ only if this entire section does not apply to the applicant. 

Complete this section if applicant will be using a btlflng agency or management service organization. 


Applicant MUST submit a coov of -foe applicant's current signed billing agreement/contract with this application. 

Name of Billirg Agency/Management Service OrganizaBon 

Employer IdentiftcaBon Numt 

ler 

Agency/O^anization First 

Contact Person Name: 

Middle 

Last 

Jr., Sr, MD., e 


Business Street Address Line 1 


Business Street Address Line 2 


City 

State 

ZIP Code ♦ 4 

Telephone Number 

( ) 

Fax Number 

( ) 

E-mail Address 


Sot 16 


46-901 98 - 7 
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'.S £.ij^iromc Claim s ^rfctp-^tiop _ _ __ 

Check here □ only ifthis entire section does not appiyto the applicant - 


Furnish a contact person in this section if the applicant would like to submit claims electronically. 


'.ontact Person Name: First 

Middle 

Last 

Jr.. Si., MD., etc. 

Mailing Address Une 1 

Mailing Address Une 2 

City ■ 

State 

ZIP Code ♦ 4 

Telephone Number . . 

( ■ ) 

Fax Number 

( ) 

E-mail Address 




■ 


; 

: 


Furnish the name and telechone number of a person who can answer questions about the information furnished in this application. 

Name: First 

Middle'-'' 

Last - I 


Tel^jhone Number 
( ) 


ie. .);c-assiprii^crit nf Bcneru Stalcmunt 




■ 


Check here !~i only if this entire section does not apply to the applicant 

Medicare law prohibits payment for services to entities other than the practitioner who provided the services unless 
the practitioner specifically authorizes another entity (employer, facility, health care delivery system, or agent) to 
bill for his or her services, per Federal Regulation 42 CFR 424.73 and 424.60. The Reassignment of Benefits 
Statement below authorizes an entity for which you have an agreement to bill for your services on your behalf. 

This contract must be in compliance with HCFA regulations, as outlined in number 18 of the application instructions. 
A Reassignment of Benefits Statement must be signed by all providers, suppliers, and individuals who allow an 
employer, facility, health care delivery system, or agent to receive payment for the provider's services. 

/ acknowledge that, under the terms of my employment or contract, 

(Legal Business Name of Entity} 

is entitled to claim or receive any fees or charges for my services. 


Applicant Name (printed) First 

Middle 

Last 


Jr., Sr., MO., etc 

Applicant Signature (First. Middle, Last. Jr., Sr.. M.D.. D.O., etc.) 


Date 

(MM/OO/r/YY) 
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Penalties for Faisffvina Info rmation on the Medicare Health Care ProvidetfSuDDller Enrollment APDllcation 

1. 18 U.S.C. section 1001 authorizes criminal penalties against an Individual \a^o in any matter within tt 
jurisdiction of any department or agency of the United States knowingly and willfully falsifies, conceals t 
covers up by any trick, scheme or device a material fact, or makes any false, fictitious or fraudulent 
statements or representations, or makes any false writing or document knowing the same to contain any 
false, fictitious or fraudulent statement or entry. 

Individual offenders are subject to fines of tip to $250,000 and imprisonment for up to five years. 
Offenders that are organizations are subject to fines of up to $500,000. 18 U.S.C. § 3571. 

Section 3571(d) also authorizes fines of up to twice the gross gain derived by the ojffender, if it is 
greater than amount specifically authorized by the sentencing statute. 

2. Section 1 128B(a)(1 ) of the Social Security Act authorizes crimina! penalties against an individual wh' 
"knowingly and wiilfijlly makes or <^uses to be made any false statement or representation of a material 
fact in any application for any benefit or payment under a program under a Federal health care program 

The offender is subject to fines of up to $25,000 and/or impnsonment for up to five years. 

3. The Civil False Claims Act, 31 U.S.C. section 3729, imposes civil liability, in part, on any person whc 

a. ) knowingly presents, or causes to be presented, to an officer or an employee of the United States 

Government a false or fraudulent claim for payment or approval; 

b. ) knowingly makes, uses, or causes to be made or used, a false record or statement to get a false or 

fraudulent claim paid or approved by the Government; or 

c. ) conspires to defraud the Government by getting a false or fraudulent claim allowed or paid. 

The Act imposes a civil penalty of $5,000 to $10,000 per violation, plus 3 times the amount of 
damages sustained by the Government 

4. Section 1 1 28A{a)(1 ) of the Social Security Act imposes civil liability, in part, on any person 
(including an organization, agency, or other entity) that knowingly presents or causes to be presented t( 
an officer, employee, or agent of the United States, or of any department or agency thereof, or of any 
State agency. . .a claim. . .that the Secretary determines is for a medical or other item or service that th^ 
person knows or should know: 

a. ) was not provided as claimed; and/or 

b. ) the claim is false or fraudulent. 

This provision authorizes a civil monetary penalty of up to $10,000 for each item or service, an 
assessment of up to 3 times the amount claimed, and exclusion from participation in the Medica 
program and State health care programs. 

5. The government may assert common law claims such as "common law fraud," "money paid by 
mistake," and "unjust enrichment " 

Remedies include compensatory and punitive damages, restitution and recovery of the amount 
of the unjust profit. 
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I. the undersigned, certify to the follovnng: 


1. ) I have read the contents of the application and the information contained herein is true, correct, and complete, if I become 

aware that any information in this application Is not true, correct, or complete, I agree to notily the Medicare Contractor of 
this fact immediately. 

2. ) i authorize the Medicare Contractor to verify the information contained herein. I agree to notify the Medicare Contractor of 

any changes In this form within 30 da^ of the efiective date of the change. I understand that a change in the incorporation 
of my organization or my status as an individual or group biller may require a new application. 

3. ) I am familiar vrith and agree to abide by the Medicare laws and regulations that apply to my provider/supplier type. 

(The Medicare laws and regulations are available through the Medicare Contractor.) 

4. ) Neither the individual practitioner, nor the company, nor any owner, director, officer, employee of the company, or any 

contractor retained by the company or any of the aforementioned persons, currently is subject to sanction under the 
Medicai^Medicald program or debarment, suspension, or exclusion under any other Federal agency or program, or 
otherwise is prohibited fiom providing services to Medicare beneficiaries. 

5. ) I agree tttat any existing or foture overpayment to me by the Medicare program may be recouped by Medicare through 

withholding future payments. 

6. ) I understand that only the Medicare billing number for the provider/supplier who performed the service or to wrtrom benefits 

have been reassigned under current Medicare regulations may be used when billing Medicare for services. 

7. ) I understand that any omission, misrepresentation or falsification of any inform^ion contained In this application or 

contained in any communication supplying information to Medicare to complete or clarify this application may be punishable 
• by criminal, civil, or other admsnisteative actions including revocation of Medicare billing number(s), fines, penalties, damages 

and/or imprisonment under Federal law. 

8. ) I forther certify that I am the individual practitioner who is appl^ng for the billing number, or in the case of a business 

organization, I am an officer, chief executive officer, or general partner of the business organization that is applying for the 
Medicare billing number. 


Applicant Nsune (printed) 

Ferst 

Middle 

Last 


Jr., St.. MO., etc. 

Applicant Signature 

(Firet. Middle, Last. Jr,. Sr.. M.D., O.O., etc.) 


Date 

(MM/OD/YYYY) 



FOR GROUPS AND ORGANIZATIONS: (please list all "Authorized Representatives" for this group/organization) 


Check here □ if deleting this representative from this entity. 


Authortzed RepresentaCve Name First 

(printed) 

Middle 

Last 

jmijH 

Trtle/Position 

Aiidwrized R^iresentative (First, Middle, Last, Jr., Sr , M.D., D.O., etc.) 

' Skinature 

Date 

(MM/ODATYY) 


Check here 1 1 if deleting this representative ^om this entity. 

Authorised RqxesentaUve Name First 

(printed) 

Middle 

Last 

H 

TiOeTPosition 

Authwized Representative (First. Middle, Last. Jr.. Sr.. M.O.. D.O., etc. 
Signature 

) 


Date 

(MM/DDA'YYVl 



Check here 1 1 if deleting this representative from this entity. 

Authwized Representative Name First 

(ixinted) 

Middle 

Last 


TiflefPositiQn 

Authorized Representative (Fir^. Middle, Last. Jr.. Sr., M.O., D.O.. etc 
Signature 

■) 


Date 

(MIWODAYYY) 


of 16 
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5 applicant licensed as a Supplier of Ambulance Services by applicanfs State? □ Yes Q No 

attach a copy of the applicant's current State license and skip sections 1 and 2 when completing this attachment 



first aid supplies? 
oxygen equipment? 
warning lights? 
sirens? 


□Yes QNo 
□Y es □No 
□Yes □No 
□Yes □No 


other safe^/life saving equipment? 
two-way telecommunications radio? 
mobile communication? 


□Yes DNo 
□Yes □ No 
□Yes nNo 


List other medical equipment this vehicle has. 


Does this vehide provide: 

Basic Life Support ^LS)? 
Advanced Ufe Support (ALS)? 
Emergency Runs? 
Non-Emergency Runs? 


□Yes 

□ No 

Land Ambulance? 

□Yes 

□ No 

□Yes 

□ No 

Air Ambulance? 

□Yes 

□ No 

□Yes 

□Yes 

□ No 

□ No 

Marine Ambulance? 

1 1 

□Yes 

□ No 


How many crew members accompany this vehicle on runs? 
2. Type (automobile, aircraft, boat, etc.) 


IVehicJe Identification Number 


[Model 


Does this vehide have the following: 

first aid supplies? 

□Yes 

□ No 

oxygen equipment? 

□Yes 

□ No 

warning lights? 

□Yes 

□No 

sirens? 

□Yes 

□ No 


[YearO'YYY) 


other safely/life saving equipment? □ Yes 

two-way telecommunications radio? CYes 

mobile communicaUon? OYes 


□ No 

□ No 

□ No 


List other medical equipment this vehide has. 


Does this vehide provide: 

Basic Life Support (6LS)? 
Advanced Life Support 0<\LS)? 
Emergency Runs? 
Non-Emergency Runs? 

□□□□ 

QNo 

□ No 
□No 

□ No 

Land Ambulance? 

Air Ambulance? 

Marine Ambulance? 

□Yes 

□Yes 

□Yes 

□ □□ 

How many crew members accompany this vehide on runs? 
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Social Security Numb^ - . 


.t training completed by this crew member (i.e.. First Aid. CPR, ACLS, etc.) and attach copy{s) of training certificate{s). 



List training completed by this crew member 0-e.. First Aid. CPR, ACLS, etc.) and attach copy(s) of training certificate(s). 



List training completed by this crew member (i.e., First Aid, CPR. ACLS. etc.) and attach cOpy(s) of training cert{ficate(s). 



A. Certified Basic Life Support fBLSt companies complete the foHovwna; 

^l ontact the local Medicare contractor for information on the billing Method that applies in the state where applicant wiH operate. 

Does company bill Method 1 (an all-inclusive base rate)? OYes QNo 

Does company bill Method 2 ^ase rate plus a separate charge for mileage)? QYes ONo 

Does company bill Mettiod 3 (base rate plus a separate charge for supplies)? OYes I )No 

Does company bill Method 4 (separate charges for services, mileage, and suM)Iies)? QYes QNo 

Is company certified to perform defibrillation? (IF YES, attach certification.) QYes Q No 

Does company provide Advanced Life Support (ALS) Services under contract with a 
paramedic or Emergency Medical Technician (EMT) organization or an 

Advanced Life Support (ALS) ambulance supplier? QYes QNo 

IF YES, submit a copy(ies) of the signed contractual agreement(s) and complete Sec^on 13 and/or 14. as applicable. 


If the company provides Paramedic Intercept Service, does the contract allow the supplier 
of the life support service to submit the Medicare claim for the paramedic service and the 
transport on the company’s behalf under the company's provider number? 


QYes I I No 


AfR AMBULANCE ONLY: 


Do you bill nautical mileage Q or statute mileage Q 


What geographic area does company serve? 
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R Certrfinri Advanced Lffe Sunnort f AL^I comoanies cbmolete the followinq: 




Does company bill Method 1 (an all-inclusive base rale)? 

Does company bill Method 2 ^se rate plus a separate charge for mileage)? 

Does company bill Method 3 (base rate plus a separate <^arge for supplies)? 

Does company bill Method 4 (separate charges for services, mileage, and supplies)? 

Does company have a contract ^th any municipality? 

If Yes, submit copy(ies) of the signed contractual agreements). 

is company certified to perform defibrination? (IF YES, attach certification.) 

□ Yes 

□ Yes 

□ Yes 
□Yes 
□Yes 

□Yes 

□ □□□□□ 

z z z z z z 

o o o o o o 

,4l» iMRlll .ftNCEOMLY! Do vou bill nautical mileaoe □ Of Statute mileape □ 

? 



Name Of First 

Medical Director 

MkkOe 

La^ 

Jt.,Sf.,MD.. ete. 

What gec^raphic area does company serve? 





- 


Copy and conipiete this pageiuradciuonal owners and/or employees as neeessan^. 


A. Has the company, any owner, or employee ever been sanctioned from the Medicare/Medicaid program, or debarred, suspends 
or excluded from any other Federal agency Of program? D Yes □ Wo IF YES, supply the information below. 


Name: FW 

Middle 

Last 


Socia] Security Number OR 





Emi^avw Identification Number 
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ATTACHMENT 2 


OMS AwJforal hJc. (2535-0^ 


ino.c lOOnt F.lV&l3»0»r»v ^ 

■jrpKi «iril <■ ii ii '■••ipi r h Pir < liT’ir^iiJ’ri * »n r Po «|»\ and compiGte this page 

«.<■’/ fSupPn 'jip^jHif',. tipg _ 


Sinn I ■'0L»iri'’ 


t€d with tnis entity. 


Narne, F.rst 1 

1 

1 





Medicare IdentirKstion Number 


Prior Medicaid Number/State (if appiicabie) 

Name: First 


Last 

Jr., Sr., HD., «t. | 

I 

Sooat Security Number 

Medicare Iden^icaGon Numb«’ 

Current Metficaid Number/State 

rifappUcaUe) 

Prior Medicaid NumberfState (if applicable} 


c_Sprv»H^ Pq»^0’-fi3nce __,r v i»^h..-{d»tirn;>!CF'» 4 )i«MCf^C5 cftJ rfl.y t vs rarjw»nJ » o Mp.elo S..rt cn 7 ) 

List all Current Procedural Terminology, Version 4 (CPT-4) codes or HCFA Common Procedure Coding System codes (HCPCS), 
equipment, and model number which this entity or its contractors intend to perform, supervise, interpret, or biil- 


CPT-4 or HCPCS Code 


Model Number 


Where will these services be rendered? (Check all that apply.y 
Q other (Explain.) 


I I Physician's Office 


I I Skilled Nursing Facility 


I 1 Hospital 


’ill this entity be billing for both the technical and professional components? □ YES O NO 


IF YES, fill out the followinq information for each ■ 

physician who v^ll be performino the interpretations: 

Name: First 

Middle 

Last 

Jr.. Sr., M0„ ete. 

Social Security Number 

Title 

Name: First 

Middle 

Last 

Jr..Sr.,MD-. etc. 

Social Security Number 

TtSle 

Name: First 

Middle 

Last 

Jr.. Sr., MO., ate. 

Social Security Number 

Title 


Will tests be taken by employees or contractors who are licensed or approved by the State in: 

K-RayTechnol<^. O YES O NO Nursing, or □ YES 1 I NO 

Other I I YES CH NO (IF YES to -Othef", explain and give qualtflGationsbelow-) 


IF YES to any of the above, provide the following information 
Name; First 


for each employee/contractor licensed or approved: 


Social Security Number 


Name: 


Social Security Number 


Name: 


License Number 


License Issue Date 
(MMIDD/YVYY) 


First 


First 


Middle 


License Number 


Middle 


Last <!'. 


License Issue Date 

(MM/DDfYYYY) 

jLast 


St., MO , etc. 


doaal Security Number 


License Number 


License Issue Date 
(MM/DD/YYYY) 
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- YES, please list the vehlcle<s) Identification number(a} ter all mobile unita and submit copies of all vehlcle(s) registration(s). 


Is the practice location used for any other purpose? U yes LJ no 

IF YES. please answer the following questions: 

Is the practice location used for another type of business? □ YES □ NO 

IF YES. what type? 


Is the practice location used for residential purposes? CH YES O NO 

IF YES. explain reason for dual use as residence. 


If above two questions are both answered "no", please explain the other uses for the practice location. 



Does applicant maintain records of: 

the name of the attending or consulting physician who ordered the test(s)? 

a copy of the physidan's written orderfs) for the test(s)? 

the name(s} of the technician(s) who rendered the service(s)7 


□ 

YES 

□ 

NO 

□ 

YES 

□ 

NO 

□ 

YES 

□ 

NO 


•F to any of the above, explain how the referral records are maintained (e.g., electronic, paper, by patient name, 
or by physician name, etc.)* 



Each Supervising/Directing Physician must sign the follovring statement: 

For additional Supervising/Directing Physician signatures, copy this page and complete Section 6. 


I hereby aduiowtedge fhaf I have agreed to provide the Name) — 'Yff/i general 

supervisory and/or tBrecdng responsibilities for tests performed by this laboratory. If I terminate my re/atf ons/i/p with 
the afdrementlonad IPL, I will report the date of termination to the Medicare Contractor within 30 days of termination. 


Printed Supervisins/Oireding Firet 

Privslcian: 

Middle 

Last 

mil 

TiUe/Posilion 

Signature oT Supervising/ Directing Physician 

(First, Middle, Last. Jr.. Sr., M.O.. D O., etc.) 


Date 

i(MMroDrmY) 



with aeneral 

siv>ervisory and/ordirecting responsibilities for tests performed by this laboratory, if / terminate my reiation^lp with 
the aforementioned fPt, / win report the date of termination to the Medicare Contractor within 30 days of termination. 

OrMed Supervising/Directing Firei 

Physlcten: 


last 


Title/Position 

Signature of Supervising/ Directing Physician 

(First. KMdte, Last. Jr.. Sr.. M.D.. O.O.. etc.) 


Date 

{MMa>[mYY) 


•US. Go«wnv>*»«Pr»<«rigO»<»: 1987 - 417-620734: 




leans 
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tMkm 

Ptbaett* G«TtnuiiMt Bcwto AMitatratMa 

n w inni i n ii fia r i im i i i imi fmii i in— ii M 

SuppUr CiBiringhoum 
SKMbsr tZ, 1997 

XX XX 

xx 

XX 

XX, XX XX 
iMT SuHfilittri 


Umni rihuittfitn of y*ur •Milie»ti«n f«r • NtdUear* wipptiftr num^r Cfom 
HCF*-l«2> t» ttM NatlMWl IwFliw ClMTiinhtuo. you e»rUfi»d yw «««wiiy'» 
•MvUanM with th« HwdiMr. wmwiliwr .twnW«-d.. hw wnwi rwwwwjt «» 
fallawint infarmUwi tnm ««• em^set in irdwr t» varlftr smliamw with thw 
NtdiMr* vtandardsi 

1. FrwwiWw a Hat at caaaanlaa with whaa yau eanlract with, da busihaaa with, 

ar aanufacturapa ap athar auFFtlara uaad ta rtlain JJT IJISiitli 

Tha liat awt Dieluda Iha caaMrer'a naaa, addraaa a«d taSaahana miwaptaJ, 

2, Fravida a away af yawr ypaaadupaa far tha dalivary and aat'UP af 

awM ip aa n t ar awHa*- 

S. Fravida a aaay af yaiw FPaaadiira far paeai»lnd and paaFandiiw ta 
hanafiaiary caaataintf. Tha talayhana nuahar that a hanafielary 
ihauid tall in eaaa af a aaaalaint dwat ha InaXudad in yaup 
aracadiiraa. 

». Fravida a liat af aanaaniaa that aarfm. ar yav f 2i'’th^!!al2'if 

ta yarfapa. yaur aaintananca af pantad aduiaaant. 

tha eadpany ar individual, addraaa and talayhana nuahar far aaah aaayany 

4 .w^<aaaa«uaKt 


Farward thia infaraatian ta tha hatianal Suyyliar Clayin*auaa ” 

dl^fraTtha data af thia lattar. Failura ta raayand a. thin *ha,15:day _ 
BM^ad will ha araunda far ravaaatian af yaup ttadicapa auaaliar hitlina nuahar. 


If yau hava aw auaatiana 
Suyyliar Claarinahauna at 


aanaarnlni thia raduaat, ylaaaa 
IMS) 7S*-SSSl. 


tall tha hatianal 


Thank yau. 

Uilliaa T. T. Haad, Siraatar 
hatianal Suyyliar Uaarinahauaa 

OlEf. W 

fESS 
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THE WASHINGTON POST 
Sunday, January 18, 1998 

Officials Tai^t 
Equifmient Fraud 
In Medicare 

$510 Million Found 
In Improper Billing 

By Judith Havemann 

Pa« SaflWriWf 

Almost 8 percoit of die billa sub- 
mitted for vdieelchairs, v^Ikers and 
other medical equipment under the 
missive Medicare program are un- 
justified, according to federal inveafi- 
gators, because of outright fraud or 
other inadequacies in die informa- 
tion filed. 

An investigatioa of medical equip- 
ment sujqiUers to elderty Medicare 
recipients found diat diey submitted 
nearly $510 milli on wordi of inqirop- 
er bil^ last year out of a total of $6.5 
billion. 

Federal officials are targeting die 
135,000 supidiers of medical equip- 
ment as of die governments 
latest effort to crack down on Medi- 
care fraud. Last year an intensive, 
four-state probe of home health care 
found that nearty 40 parent of the 
services provided to frafl eldetly 
Americana under the Medicare pro- 
gram were unjustified. 

Soce the hofoe healdi care craek- 
down began, inveadgafrira have p' 
covered $^1.2 UBioo in fines, reatm- 
tions and other payments from shajify 
operators. 

The equipmeot arena haa tong 
been identified as anodier prime 
area for potential fraud, according to 
die government 

A Florida survey of new entrants 
into die field found dial 32 of 36 
^iplkanta diedced at random in the 
Miami area were not bona fide bust- 
oeaaes. 

Federal officlalt aiy die $510 mil- 
lion in uQjuadfied bOfo were discov- 
ered in time and never paid, while 
another $4 milfioo in improper p^- 
meets turned up later and h^ to be 
recovered. 


The most recoit in a series of 
Medicare fraud investigations by die 
in^iector general looked primarily at 
whether businesses mdsted in die 
first place, not whether they had 
chea^ Medicare patients. But fed- 
eral offidala said dik in die past they 
have discovered d»t aba^ opm 
tors sell inqipropriate or unneeded - 
eq^pment to the elderiy, promise' 
diem diat items ^ be paid for by 
Medicare when they are in fact ineli- 
gible, and deliver eidier shoddy 
IM'oducts or none at aQ. 

To reduce the potential for fraud, 
Medicare offidals ^ announce new 
rules on Tuesday requiring that 
companies suppling such equip- 
ment post a SM.OOO bmid to insure 
diat diey are legitimate, have physi- 
cal offices and listed telei^one num- 
bers, and stop telemaricetmg prod- 
ucts to die elderly. 

”There have been a number of 
rituations where the. . .sui^Iier isn't 
really siqiptying anything,'^8aid Nan- 
cy-Aim Min DeParie, administitor 
of die Healdi Care Fmandng AdWi- 
istration, which runs Medicare. ’ 
Equiimieot suppliers already are 
required by law to meet various 
federal standards, including re- 
sponding to qu^ons and com- 
plaints from beneficiaries, maintain- 
ing and repairing rental equipment, 
honoring warranties and accepting 
returns on substandard equfrimeat 
But die recent 12-dty survey of 
420 suppliers by die inspector gener- 
aTs office friund that 1 out of every 14 
supplios and 1 in 9 new qipticants 
did not even have a real addr^ 

In Brooldyn, N.Y., die address one 
suppBer Utfed on die applicatfon 
form was In a building consisting of 
four apartments over a laundry. The 
company was not listed on the mail- 
boxes, and tenants had never heard 
of the individual vdio claimed to be 
the princfrial supplier. The laundry 
had been used as a post office box 
operation, according to one tenant 
and the phone number was out of 
service. 


S«Mtc Permanent Subcommittee 
M ltn(sli(ati«is 

exhibit # 3^ 


A Florida souvoiir dealer vdiose 
shop features alligator skin wallets 
and stuffed turtles decided to go into 
the medical equipment business be- 
cause his brodier-in-law installs 
wheelchair lifts on vehicles, he told 
inspectors. He had no eiqierience in 
die field and maintained no invento- 
ry. 

Inspectors discovered that other 
dealers whose primary businesses 
were healdi spas, golf carts, or even 
sports shoes also bad received Medi- 
care certification to sell medical 
equipment 

In some reudencea. individuals 
were inside but refused to answer 
die door when investigators knock- 
ed, according to die report Odiers 
“peeked dirougb the blinds, disap- 
peared from view and Ignored fur- 
ther attempts to ^leak with them,” 
according to die inspector general’s 
report which was released in De- 
cember. 

The [M^posed new rules, which 
have been in the works for more than 
a year, will be published in die 
Federal Register for public comment 
over the next 60 days. 
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Health Care Financing Administration 


The Administrator 
Washington. O.C. 20201 

Sente Permneirt Subcomniitl« 
M Iwestiiations 

UHIIII # 


Senator John CHenn 
Rankrng Member 
Permanent Subcommittee on 
Investigations 
United States Senate 
Washington, D C. 20515 

Dear Chairman Collins and Senator Glenn; 

In light of the hearing bdng held tomorrow by the Permanent Subcommittee on Investigations, I 
want to share with you our increasii^ efforts to fight fimid. As I made clear at my confirmation 
hearing last fall, fitting fraud is one of my highest priorities. Last week, I spent a day in Florida 
with Senator Bob Graham getting a first-hand look at anti-fiaud activities there and discussing new 
ways to fight fiaud with law enforcement and our regional staff We simply cannot tolerate those 
who would cheat our beneficiaries and the taxpayers. I am committed to stepping up the 
crackdown on fiaud begun by the President in 1 993 . 

We already are achieving record success in increasing fi'aud and abuse investigations, indictments, 
convictions, fines, penalties, and restitutions. Last year, nearly $1 billion was returned to the 
Medicare Trust Fund, thanks to our partnership with the HHS Inspector General, Departmoit of 
Justice, and state and local authorities. Medicare alone saved an estimated $7.5 billion in FY 1997 - 
- mostly by preventing in^propriate payments — through audits, medical reviews, and ensuring that 
Medicare does not pay for claims owed by private insurers. 

Just this month we have taken several new steps to combat fi’aud. One of our prime targets is 
durable medical equipment (DME) fiaud. 

• Last week, the President announced site virits for DME suppliers nationwide. Site visits are 
a proven way to thwart scam artists. Of nearly 2000 suppliers visited last year, about one 
third were either ejected or rqected by Medicare. 

• Also last week we published a proposed regulation to tighten standards tmd strengthen 
enforcement against unscrupulous DME suppliers. It requires surety bonds of at least 
$50,000, requires firms to have physical offices and listed phone numbers, bans 
telemarketing, and takes other steps to fight fimid and abuse. 


t 


DEPARTMENT OF HEALTH & HUMAN SERVICES 


JAN 2 8 1998 


Senator Susan M. Collins 
Chairman 

Permanent Subcommittee on 
Investigations 
United States Senate 
Washington, D.C. 20515 
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Page 2 — The Honorable Susan M. Collins and the Honorable John Glenn 

• We recently revised the supplier application fonn to get mfonn^ion that will hdp us fight 
fi-aud, and mandated training for suppliers on proper billing procedures. We must ensure 
that only legitimate suppliers and claims are paid. 

Home health is another prime target for us. Earlier this month we set toughs requir^i^ts fcff 
home health agencies, including a requirement that they obtain surety bonds With these new 
protections in place, we were able to lift a moratorium announced last September by the President 
on new agenda entering Medic^e. We ik>w ask new abcnit ai^ ‘^related buriness 

interests,” which unscrupulous providers have used to cover up fimid. Later this ytar we will issue 
regulations requiring home care agencies to re-enroll every three years so we can remove those 
with inte^ty or quality problems. 

We are expanding our crackdown on fimid and abuse by community mental health centers, as well. 
On-site inspections have found patients not receiving the outpatient mental health care they do 
need, oth^s gettii^ services they do not need, and unsafe and unsanitaiy conditions. We ^p^ded 
payment to several centers in Florida based on site visit findings, and are now starting site reviews 
in other states We also are seeking le^slative authority to bar these services in residential settings, 
and to fine providers wIk) falsdy certify Urn a patient n^s these senices. 

The President has just unveiled more initiatives to fight fraud and abuse, including authority to 
charge providers a fee so we can do more audits, eliminate excessive payments for certain drugs, 
and prevent provida^ fi'om using bankruptcy to avoid fmying money back to M^iicare. 

Beginning next month, a toll-free number will appear on the statements we send to Medicare 
beneficially so they know to call to i^ort suspected fr»id. 

Many of our successes in fighting fi^d are due to contractor and regional staff finding problems 
and suggesting solutions. In feet, in the case of Rusrian criminals bilking Medicare throi^ false 
billing sdiemy, Medicare and its contractors in New Engiaml created a special task fon^ widi the 
HHS Inspector General and the FBI, which has identified and stopped four such schemes. As the 
President noted in his radio address last Saturday, one of these Russian criminals was in December 
seittenced to 30 months in jaii and orderwi to pay back more than $1.5 million. 

We have stopped a great number of unscrupulous dealings but, as you know, there is much more 
that we can and must do. The nature of health fraud demands that we continuously find new ways 
to stay ahe»! of those who would misuse Medicare Trust Ftmd do!!^. I look forw^ to T^rking 
with you and members of this Subcommittee in this continuing effort. 

Sinc«dy, 

Nancy-Ann Min DeParle 
Admkistrator 


Enclosure 
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RECENT MEDICARE ANTI-FRAUD INITIATIVES 

Medicare is taking strong action to combat fraud and abuse in key areas. Our goal is to 
make sure Medicare only does business with legitimate providers and suppliers who will provide 
Medicare beneficiaries high quality services. 

Durable Medical Equipment 

Medicare concurs with all eight recommendations made in a recent HHS Inspector 
General's report, “Medical Equipment Suppliers; Assuring Legitimacy.” Several actions have 
already been taken, including expansion of ate viats. 

o 1^ week, the President announced that Medicare has begun requiring site visits for DME 
suppliers before certification on a nationwide basis. Visits by Medicare staff as part of 
Operation Restore Trust and studies by the HHS Inspector General show that many 
purported DME suppliers have only mail drops and no actual offices. 

• Site visits to two thousand suppliers in five states with the most suspected DME 
fraud problems resulted in 650 suppliers bang ejected or rejected by Medicare in FY 
1997. 

• Site visits are expanding initially to an additional 10 states this month and are being 
expanded nationwide this year. 

o Malicare proposed a regulation on January 20 to make it more difficult for unscrupulous 
DME suppliers to enter Medicare and to strengthen enforcement against such suppliers. 
Among the new supplia requirements are: 

• a surety bond of at least $50,000, 

• a ban on DME telemarketing and a requirement for a physical location with working 
business phone at that location, 

• a prohibition on reassigning supplia numbers, and 

• criminal and civil sanctions for false information on billing numba applications 

o Other Medicare actions to assure that DME supplias are legitimate include; 

• requiring periodic training on billing procures for new and existing suppliers, 

• eliminafing 36,000 supplia billing numbers that had not been used for at least one 
year, piitmlnating the chance they vsill be exploited by scam opaators, 

• modifying the DME application form to obtain additional information about 
prospective DME supplias, and 

• seeing authority to charge all applicants an application fee that will help us fund 
inaea^ enforcement efforts. 

Home Health Agencies (HHAs) 

Ova the last sevaal months Medicare has established new requirements for HHAs. On 
September 1 5, 1997 the President announced a moratorium on new HHAs until Medicare could 
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implement a range of new rules and management tools that enhance oversight of HHAs and ensure 
that new Medicare home health agencies are not “fly-by-night” or low quality providers. 

0 The moratorium was lifted eariier this month with the publication of a regulation requiring 

all HHAs that participate in Medicare to: 

• obtain a surety bond of at least $50,000, and 

• have enough capital to fimd operations for the first 3 nKinths. 

0 In addition, we have taken administrative steps to require HHAs to: 

• reveal “related business intmests” that can be the conduit for fisudoient and abusive 
activities, and 

• serve at least 10 patients before they are admitted to the Medicare program so that 
their quality of care can be reviewed. ( We have provided state survey agencies 
specific instructions to verify that a new agency has indeed cared for 1 0 patients 
itself, and has not simply “borrowed” patients fi-om an already certified agency. ) 

o Later this year Medicate will issue regulations to require HHAs to re-enroll every three 

years. And the President has proposed assessing a fee on providers so we can do more 
audits that help ensure Medicare only pays appropriate provider costs. 

Community Mental Health Centers (CHMC) 

Medicare has identified significant increases in numbers of CMHCs in states which do not 
require licensing of CMHCs for Medicare purposes. On-site inspections have ftrund caiters in 
which patients do not need services being provided, are not receiving services they do need to treat 
their illness, and are being served in unsafe and unsanitary conditions. 

o Site visits in Florida have resulted in suspending payments to approximately 1 0 CMHCs. 

0 We are expanding site reviews to other states, 
o The Administration is seeking l^slative authority to; 

• prohibit outpatient mental health care fi-om being provided in a residential setting, 

• impose civil monetary penalties on providers who felsely certify a patient' s need for 
such services. 

ON-GOmG ANTI-FRAUD INITIATIVES 

The Clinton AdministtatitH! has focused utqrtecedrated attaition on the fight against ftaud 
and abuse. In May 1995, President Clinton launched Operafion Restore Trast (ORT) to develop 
several innovations in fighting fiaud and abuse in Medicare. 

o During a two-year demonrtation, ORT identified: 

• $23 in overpayments for every $ 1 spent looking at home health care, skillod nursing 
facilities and suppliers of DME, 

• 2,700 fraudulent taalth care providers and entities who waethmi excluded ft^om 
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doing business with Medicare and other federal and stale health care programs. 

o Because of its successes, ORT has been expanded to 24 states that will conduct pilot 

projects to test alternative approaches to program integrity. This includes projects that will 
integrate state survey and cotification finicdtms with those of fiscal intermediaries so that 
the state agencies can review whether Medicare quality and coverage requirements are met. 
In FY 1997 these projects identified over $80 million in overpayments which we are now 
colletning. 

o Medicare has incorporated many of the methods first piloted in ORT to put illegitiinate 
providers and suppliers out of wmlc. For examine, our efforts to fight IDMB fiaud and 
abuse in 1997 have produced the following results; 

• convicting 59 arppliers on fi-aud and abuse charges, and 

• denying $509.7 ndUion in improper payn^ts before they were made. 

o Medicare and its contractors actively work to prevent attempts to defiaud Medicare and to 
support investigations and prosecutknis of such defrauders. Many of the successful law 
enforcement actions were begun through Medicare contractor and regional office staff 
identification of problans and issues, and throujdi referrals by the contractors to the HHS 
Inspector General. In feet, in ffie case ofRussian immigrants bilkir^ Medicare through fldse 
billing schemes. Medicare and its contractors in New England created a task force with the 
HHS In^iector General and FBI to investigate and prevent fiaudulent UKutsions in the 
Medicare payment system by members of innnigrant communMes. Since 1 996, Medicare 
has identified and stopped 4 such schemes. 

The Health Insurance Portability and Accountability Act of 1996 (HIPAA) provided powerful new 
tools and more than $100 million dedicated to fight fiaud. In just one year HIPAA helped return 
nearly $1 billion to the Medicare TtuM Fund from collections of fines, jur^onents, settlanents, and 
administrative actions. Health fiaud convictions are up neatly 20 percent and the number of civil 
health fiaud cases increased 61 percent. 

The Balanced Budget, Act of 1997 added more tools we had sought to fight fraud and abuse. 

These let us: exclude providers convicted of felonies or health related crimes, levy new civil 
monetary penalties on hospitals who contract with provides who have bemi excluded from 
Medicare, levy civil monetary penalties on providers who take kickbacks, require applicants to 
provide Social Security numbers and enqrloyer identification numbers so we can check the 
applicant’s histories, and ti^ten eligWlity for home health services so providers can no longer 
game the system by certiJ^ing that a patient is eligible for home health services simply because they 
need blood drawn. 

NEW PROPOSALS 

Last week, the Preadent unveiled more initiatives to fight agmnst fraud and abuse. 
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o Beginning next month, the HHS Inspector General's toll-free hotline number for 

beneficiaries to report suspected fraud will appear on every statement Medicare sends out 
to our beneficiaries. 

0 Apackage of l^slative proposals will seek authority to; 

• charge providi^ a fee so we can do more uidits, 

• eliminate excessive payments for certain drugs, 

• curtail abuse of outpatient mental health benefits, and 

• prevent providers from using bankruptcy to avoid paying money back to Medicare. 

• use crmipetitive bidding so Medicare does busmen with tho^ equipment sippliers 
who provide the best price and quality, 

• eliminate loopholes that allow abuse of outpatient mental health services, 

• create monetwy penalties for false certification of the need for care, 

• take action to end illegal provider “kickback” scheires, 

• ensure Medicare does not pay for claims owed by private insurers. 

# # # 
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December 29. 1997 
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The Honorable Susan M. Collins 
United States Senate 
Senate Dirksen Office Buikling-B-40-4 
Washington. D.C. 20510 

Dear Senator Colins; 

The purpose of this letter is to express my concern over the increased scrutiny of healthcare billing issues 
and the automatic assumption that ail billing errors are attempts to defraud the government. I respectfully 
request that you and your staff gather all of the facts surrounding a specific government investigation before 
agreeing that fraud has been committed. I would also like to take this opportunity to outline the steps this 
institution has taken to avoid billing errors and ensure against anyone in the billing office committing fraud. 

Maine Medical Center is a not-for-profit teaching hospital estabHshed to provide health care services through 
its acute care and specialty care ^cilities. We have 606 licensed beds, and during our most recent fiscal 
year, ended September 30, 1997, we had 28,243 patient discharges. 38% of these discharges were for 
Medicare patients. We also saw 64,819 patients in our emergency and urgent care departments. Maine 
Medical Center employs over 3,500 people and we are strorrgly committed to serving our community. 

As Vice President for Finance arrd Treasurer, I believe very strongly in nraintaining the highest professional 
ethics. This includes keeping current with all that is happening in the world of healthcare finance. To assist 
me in this goal. I am a member of the Healthcare Financial Management Association (HFMA). HFMA is 
the professional membership organization for individuals involved in the financial management of health 
care. HFMA's more than 35,000 members work in a variety of healthcare settings - hospitals, long-term 
care facilities, managed care organizations, and physician groups - as well as public accounting and 
consulting firms and other organizations 

We are providing educational opportunities for all hospital employees involved in patient billing related 
areas. Within the context of a larger organizational ethics initiative, we are in the process of developing 
corporate compBance programs in a variety of areas to ensure continued compliance with regulations As 
an institution, and as irrdividuals, we make every effort to remain compliant with the muKitude of regulations 
promulgated relating to Medicare and Medicaid. 

Healthcare finance is an extremely complex field. This complexity often causes news reports of alleged 
fraud to be misleadirrg. Sometimes "the rest of the story" is missing. However, that "rest of the story" is 
•ften the very essence of how errors occur. 

Maine Medical Center has had some direct experience with the "rest of the story". In May, 1997. the United 
States Attorney for Maine said "apparently it was common practice in Maine and elsewhere for many 
hospitals to double bill for these tests". This was in reference to a settlement regarding alleged 72 hour 
window violations. Due to human error and inadequate guidance from governmental agencies, MMC 
incorrectly billed approximately 0.01% of its Medicare bills. Given the complexity of the Medicare billing 
system and the number of claims we process. I feel this is an indication of how good our performance is 
and not in any way an attempt to submit false claims. I hope you agree. 


22 Rrjmlull .Street. Ponliind, Maine 04102-31 75 (20/) S7I -01 1 1 

A tnenibi r of the MitineHcalih fannlv 
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Senator Susan M. Collins 
Page 2 

December 29, 1997 


To help you navigate through this complex environment. I invite you to cail me if you have questions about 
any healthcare billing issue. Attemativefy, HFMA's Knowledge Netwoj^^”, located in the Association's 
Washington, D-C. . office is available to answer techr^l questions about healthcare reimbursement or other 
heaKhcare finance policy issues. Network staff can be reached at (800)252-4362. extension 3. 

I share your concern tt^at the 'ted aw>fes" shouid be removed from our profession. However, I am 
concerned that we are all being viewed in this same negattve Sght. Most of us. and especially Mairre 
Medical Center, constantly work to ensure that our billing processes are above reproach and that we are 
part of a system that delivers quality care at an affordable price to all of our patients. Therefore, I 
respectfutty request that you look beyor^d the news media and review the facts of each particular case. 
TTrls will enable you to form an informed opinion about the practice of heafthcare finance as it relates to 
alleged fraudulent practices. 

Thank you for this opportunity to share wito you my concents about healthcare fraud and abuse issues and 
my profession. If i can be of assistance to you or your staff, please do not hesitate to call me at (207)871- 
2654. 


Sincerely, 



Vice Pr^ident for Finance and Treasurer 
JEH/dg 

C: Robbt-Lynn, Watnik. JD 

Healthcare Financiai Management Associ^on 
Washirtgton, D.C., Office 
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20 Middle Street, Augusta, Maine 04330 
207-623-0345 FAX 207-623-7141 


MEDICARE FRAUD & ABUSE 

POSITION STATEMENT 


ScMte Pnmanent SubcomnitlM 
M Imcstiiatioiis 

EXHIBIT 


The Home Care Alliance of Maine membership has a long-standing commitment to 
provide the highest quality of care to the elderly and infirm of our state. Even one 
unscrupulous home health provider that fails to maintain the values and ethics that are at 
the core of home care jeopardizes the viability of ongoing access to appropriate home 
health services. 


We recognize that the responsibility for resolving concerns of fraud and abuse lies with 
the government, the home health industry, and individual providers. We further believe 
that different strategies are needed to clearly distinguish deliberately fraudulent practice 
from unintentional errors that can occur in the interpretation of the complex and often 
vague rules and regulations in the Medicare home health care benefit. 

The Home Care Alliance of Maine firmly believes that fraud and abuse can be eliminated 
and errors corrected when addressed by comprehensive and concerted efforts among the 
industry, government, individual providers, and consumers. This partnership is critical to 
achieve the mutually beneficial goal of assuring integrity in administration of the 
Medicare home health care benefit. 

We further believe that education of consumers and advocacy groups is central to 
ensuring trust in legitimate providers of home health services. It is only through open and 
public discussion about the basic structure of changes in the Medicare home health care 
benefit that consumers and others can confidently distinguish blatant fraud and abuse 
from irmocent errors in interpretation and provision of services. Informed consumers and 
their advocates can then be reassured by their choice of licensed and certified home health 
agencies. 


Page 1 
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The Home Care Alliance of Maine supports: 

1 . Zero tolerance for fiaud and abuse of the Medicare home health care benefit. 

2. T otal cooperation with prompt and responsible investigation and resolution of any 
errors in interpretation and application of the Medicare home health care benefit. 

3. Medicare coverage and reimbursement standards in language that is understandable 
and readily accessible to providers and consumers diroi^ various means, e g. federal 
depository libraries, state regulatory agencies, trade associations, fiscal intermediaries, 
and the Internet. 

4. Enhancement of education and training of home health agencies through joint efforts 
with regulators. 

5. Credentialing and competency testing standards for government contractors and 
federal regulators responsible for issuing Medicare determinations. 

6. Mandatory screening and background checks on all applicants for Medicare 
certification as a home health agency. 

7. Development and provision of a summary of program coverage requirements for 
consumers and prospective consumers of Medicare home health care benefits. 

8. Enhancement and increased accessibility of the consumer repotting hotline for 
suspected fiaud and abuse. 

The Home Care Alliance of Maine is committed to working with its membership, state 

and federal regulatoiy bodies, and consumer advocacy groups to ensure the integrity of 

the Medicare home health care benefit in Maine. 


Page 2 
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Florida Department ol P.O. Box 1489 

Law EnlorcemerH Tallahassee, Florida 32302 

(904) 488-8771 

James T. “Tim* Moore 
Commissioner 

Febmary 3, 1998 

The Honorable Susan CoHins. Chairman 
Permanent Siijcommittee on Investigations 
The United States Senate 
340 Dirksen Senate Office Building 
Washington, D.C. 20510 

Senator Collins: 

I viewed witfi great interest your appearance last week on ABC News regarding your 
Committee’s efforts at stemming Medicare fraud. As your Committee's summary of ongoing 
Investigations points out, health care comprises about I/?®* of the nation's economy and is 
subject to a tremendous amount of fraud, waste, abuse, and mismanagement. The Florida 
Department of Law Enforcement's recent experience in investigating Medicaid fraud in Rorida 
has demonstrated that health care fraud frequently is orchestrated by organized criminal 
enterprises, i commend you and the Committee in making health care fraud, and particularly 
Medicare fraud a major focus of your efforts. 1 write to suggest a strategy that is very useful in 
providing law enforcement, government regulators and honest health care provides a powerftjj 
tool in reducing fraud. We have found that better screening of health care providers before they 
are approved to handle public funds can, and has, helped to reduce the likelihood of illegal 
activity. You mentioned a similar concern in your ABC news appearance. 

To facilitate "pre-approval" background screenings, the screenings must be done in a timely 
fashion. This requires an ability to utilize name-based criminal history inquiries as a 
fM-eliminary step to a more formal fingerprint-based inquiry. Our experience in Florida in 
allowing name-based criminal history inquiries on Rorida's criminal history files as the first step 
in background investigation efforts has been promising. A licensing entity can submit names of 
prospective health care providers by name and a very quick response can be provided 
indicating whether there appears to tse a Florida criminal history under the name provided. Of 
course, a fingerprint-based inquiry is the only true means of avoiding the use of aliases or other 
attempts to avoid the identification of one's criminal past, but this can be done as a follow-up 
inquiry. Name based searches provide a good balance between the needs of licensing 
agencies and providers to obtain a prompt review of applications and the needs of government 
to assure that those approved to provide health care services meet the essential qualifications 
under law. 

V\^ile Florida is able to facilitate name-based searches using our state criminal records, the FBI 
does not allow the same for federal records in the NCIC system. Over the last several years, I 
have attempted to encourage the FBI to make a policy change to allow name-based federal 
criminal history seardies, but the FBI has resisted such a change. FDLE’s current experience 
with the FBI on fingerprint-based background criminal history checks for the^ purpose 
suggests that it will take several months for a response to be received. 


Lawton Chiles, Governor 

Sandra 8. Moilham, Secrelery ol Stale 

Robert A. Suaeworth, Attorney General 

Robert F. Milligan, Comptroller 

Bill Nelson, Treasurer 

Bob Crawford, Commissioner of Agriariture 
Frar^ T. Brogan, Commissioner of Education 


FDLE 


Committed to 

Service • Integrity • Respect » Quality 
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Honorable Susan Collins 
February 3, 1998 
Page 2 of 2 

The Department's experience suggests that perpetrators of fraud move from state to state, 
often after having a conviction of record in a previous state. Without a name-based search of 
NCIC records, perpetrators can obtain initial approval to operate in a new state and can 
practice their well-defined fraud skills with little fear of discovery at least until a fingerprint 
background check response is returned. In short, under the current FBI policy, criminals have a 
window of three to four months In which they may conduct fraud in a new state with little fear of 
discovery. I am firmly convinced that the FBI, like FDLE, could allow name-based inquiries and 
still continue to assure the overall integrity of the NCIC system. What is needed is a change of 
policy within the FBI to facilitate this approach. 

It has also been our experience in Florida that health care licensing entities can effectively 
utilize the talents of private data management firms to compile Information from numerous 
sources In a comprehensive report that allows the licensing entity to make a more-informed 
decision. Private sector expertise can be valuable to government, too. For example, in Florida, 
the Agency For Health Care Administration (AHCA), the entity which licenses Medicaid 
providers In Florida, has entered into a contract with a private entity, Data Base Technologies 
("DBT') to allow DBT to provide to AHCA a complete report on a prospective provider, including 
bankruptcies, civil judgments, problems with associates of the provider, as well as a report 
based on the public version of Florida's state criminal history database. To facilitate AHCA's 
mission, FDLE has entered into a contract with DBT in which we make available for the sole 
use by DBT in preparing its reports to AHCA, our complete public criminal history database. 
DBT "runs" by name-based checks, every prospective Medicaid provider, and then continues to 
"run" by name on a regular basis all previously-approved providers to determine whether, after 
approval, a provider has been convicted of a crime. This innovative public/private cooperation 
is another means of better equipping government to ferret out fraud. 


When we approach the FBI with similar ideas, we are told that existing federal law will not allow 
the FBI criminal history files to pass to private entities, even if the entity is operating under 
contract with a law enforcement agency with appropriate restrictions on the use of the NCIC 
data. Under current federal law, it would be impossible to expand our AHCA-DBT-FDLE 
concept to include NCIC criminal history checks. Clearly, if more information at the time when 
one is seeking approval to provide health services is important to preventing fraud and abuse, 
changes in_federal law and policy are needed. Florida's Senator Bob Graham is drafting a 
proposal (copy of draft is attached) that would begin to move the NCIC system toward name- 
based checks. I ask you to support Senator Graham's effort in this regard. I will be glad to 
expand my ideas and concerns upon your request. Please feel free to contact me at (850) 488- 
8771 to engage in more discussion. I wish you and your committee the greatest of success in 
your efforts. 





^^es T. Moore 
commissioner 


JTM/mr 

cc: Honorable Fred Thompson, Chairman 

Senate Government Affairs Committee 
Timothy J. Shea, Director 
Permanent Subcommittee on Investigations 
Honorable Bob Graham. Senator 



216 


O:\CAB\CAB97.600 DISCUSSION DRAFT 


S.L.C. 


105TH CONGRESS 
1st Session 



IN THE SENATE OP THE UNITED STATES 


Mr. Graham introduced the following bill; which was read twice and referred 
to the Committee on 


A BILL 

To provide States access to certain information in the Na- 
tional Crime Information Center of the Department of 
Justice. 

1 Be it enacted by the Senate and House of Representa- 

2 tives of the United States of America in Congress assembled, 

3 SECTION 1. USE OF NATIONAL CRIME INFORMATION CEN- 

4 TERFOREMPLOTMENTANDUCENSDRE. 

5 (a) In General. — ^A s soon as practicable after the 

6 date of enactment of this Act, the Attorney General shall 

7 issue regulations to establish a program under which the 

8 appropriate official of a State agen<y may request the At- 

9 tomey General to provide information from the National 

10 Crime Information Center of the Department of Ju.stice 
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2 

1 concerning the identity of an indi\’idual (without regard 

2 to whether that indi\’idual has a criminal history). The in- 

3 formation requested under this subsection may be used 

4 only for the purpose of obtaining background information 

5 concerning the identity of an individual in connection with 

6 the employment or licensing of that individual. 

7 (b) KeQTJIRBMBNTS. — ^U nder the program estab- 

8 lished under this section — 

9 (1) the Attorney General may provide informa- 

10 tion only to the appropriate official of a State — 

11 (A) that has in effect a law that requires 

12 that a criminal history check (including check- 

13 ing the identity *“d fingerprints of an individ- 

14 ual) be conducted for the employment or hcens- 

15 ing of an individual; and 

16 (B) with respect to which a single State 

_17 agency has the primary responsibility for cany- 

18 ing out a criminal history check referred to in 

19 paragraph (1); 

20 (2) the checking of the identity of an individual 

21 shall be considered to be a preliminary step in a 

22 criminal history cheek referred to in paragraph 

23 (1)(A); 
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3 

(3) the Attorney General shall specify restric- 
tions designed to protect the privacy of individuals; 
and 

(4) a State that violates an applicable require- 
ment of this section (including any regulation issued 
under this section) may be denied access to the in- 
formation described in subsection (a). 
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A CAGW SPECIAL REPORT 


MEDICARE FRAUD 

The Symptoms and the Cure 
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CITIZENS AGAINST GOVERNMENT WASTE 

Citizens Against Government Waste (CAGW) is a private, nonprofit, 
nonpartisan organization dedicated to educating the American public about waste, 
mismanagement and inefficiency in the federal government. 

CAGW was founded in 1984 by J. Peter Grace and nationally-syndicated 
columnist Jack Anderson to build public support for implementation of the Grace 
Commission recommendations and other waste-cutting proposals. Since its 
inception. C.AGW has been at the forefront of the fight for efficiency, economy 
and accountability in government. 

CAGW has a national membership of more than 600.000. Since 1986, 
CAGW and its members have helped save taxpayers more than S486 billion. 

CAGW publishes a quanerly newsletter, Government WasteWatch, and 
produces special reports, monographs, and television documentaries examining 
government waste and what citizens can do to stop it. 

CAGW is classified as a Section 501(c)(3) organization under the Internal 
Revenue Code of 1954 and is recognized as a publicly-supponed organization 
described in Section 509(a)(1) and !70(b){A)(vi) of the code. Individuals, 
corporations, companies, associations and foundations are eligible lo support the 
work of CAGW through tax-deductible gifts. 

Thomas A. Schatz, President 

Leslie K. Paige, Vice President of Policy and Communications 
Elizabeth L. Wright, Director of Health and Science 
David E. Williams, Research Director 

1301 Connecticut Avenue, NW 
Suite 400 

Washington. DC 20036 
(202)467-5300 
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MEDICARE FRAUD: THE SYMPTOMS AND THE CURE 


Executive Summary 

Citiz^ Against Government Waste’s (CAGW) 1995 Medicare Fraud: Tates 
From the Gypped exposed and detailed many avenues of Medicare firaud. Since 
then, numerous hearings have been held, and legislation, the Health Insurance 
Port^iiity and Accountability Act (HIPAA), was passed in 1996 to further 
expose and pxmish those responsible for gaming the s^tem by giving flie 
I>epaitment of Health and Human Services (HHS) Inspector General’s (IG) office 
additional resources to aggressively combat Medicare fraud. CAGW’snew 
rqport, Medicare Fraud: The Symptoms and the Cure, not only documents new 
and unsavory examples of fr^aud and abuse, but offers long-term solutions to 
improve the Medicare system itself. 

The report addresses major questions surrounding Medicare, including: Who’s at 
fault for the waste, fraud, and abuse - the system itself, those who use it, or both? 
Who are the real victims - the taxpayers, the seniors who rely on Medicare, or 
those who are ex|recting to draw down benefits in the future? What is the best 
way to cure Medicare’s afflictions in the long run? Should the current course of 
treatment be continued; i.e., attacking firaud, reducing payments to hospitals and 
doctors, and marginally increasing choices for seniors in Medicare services? Or, 
is the country ready to embrace more innovative approaches that will allow 
seniors to regain control of their healthcare choices, rather than deferring to third 
parties and the federal government? 

This report identifies dozens of examples of waste, fraud, and abuse, which can be 
characterized as: civil penalties, criminal penalties, kickbacks, home healthcare, 
nursing-home fraud, laboratoiy fraiui, durable medical equipment fraud, hospital 
fraud, and program exclusions. These examples are further graphic proof that, as 
long as funds flow generously and indiscriminately from this impersonal and 
nebulous somce called the govcrnm«it. Medicare will continue to be plagued by 
scam artists and crooks, as well as garden variety bureaucratic snafus and 
misunderstandings. 

In 1995, HHS IG June Gibbs Brown estimated that up fo $17 billion, or 10 
percent of Medicare funds, were lost each year because of waste, fraud, abuse and 
mismanagem^t.’ In 1996, following the first comprehensive audit of Medicare 
since its incq>tion 32 ye^ ago, the IG was forc^ to revise that staggering figure 
upward, estimating that the true losses due to fraud, waste, and abuse were closer 
to $23.2 billion a year. That is $63 million per day, or about 14 percent of total 


0>Dgressioad Quaiterly, Congressional Monitor, Augtisi 1, 1 W5, p. 7. 
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program costs, in net overpayments by Medicare in FY 1996.* Almost half (46 
percent) of the $23 billion was the result of insufficient or absent documenUtion. 
The IG admitted that her staff was unable to determine exactly how many of the 
improper payments occurred as a result of outright fraud and how many were 
simply honest human errors.* 

Recent high-profile Medicare investigations indicate that the system may be as 
much, if not more, to blame as healthcare providers. While there are certainly 
plenty of unscrupulous individuals bilking Medicare - and the examples offered 
in this report will rightly outrage the public - there are genuine disagreements 
between the Health Care Financing Administration (HCFA) and providers, and a 
significant number of these discrepancies grow directly out of misinterpretation of 
vague and sometimes conflicting HCFA guidelines. 

HCFA has admitted that “the best hospitals can do is to be paid for their costs of 
furnishing services; they can also be paid less than costs, but they carmot make a 
profit even if they are extremely efficient.”^ This no-win situation naturally drives 
Medicare providers to seek the highest possible reimbursements and encourages 
even the most law-abiding among them to stretch the rules as far as possible. 

Some providers conjure up ever more creative techniques to fraudulently squeeze 
out additional dollars. Further, Medicare’s price control system is ineffective and 
may reduce the quality of healthcare services available to beneficiaries. In fact, 
the Balanced Budget Act of 1997, with its short-term “fix” of further lowering 
reimbursement rates for providers, will only exacerbate this problem. 

This helps explain why attacking fraud alone, although a laudable goal and the 
government’s only bulwark against the appalling abuses of the system, will never 
solve Medicare’s problems entirely. Medicare needs much more than a vigilant 
IG to ensure its long-term viability. 

Seniors are not the only players in the Medicare debate. Legislators, law 
enforcement officials, lawyers, healthcare providers, healthcare consultants, 
accountants, and bureaucrats all have a stake in the outcome. Ironically, two 
groups - members of Congress and HCFA employees - wield a disproportionate 
percentage of power over which healthcare procedures will be covered by 
Medicare and at what cost, despite the fact that few of them are healthcare 
professionals. 

Their decisions are heavily influenced by the well-organized and well-financed 
lobbying efforts of hundreds of special interest groups. Members of Congress are 
under a constant barrage from groups demanding changes to the Medicare laws 


^ Department of Health and Human Services (HHS), OHice of the Inspector General (OIG>, Report on the Financial 
Audit of Health Care Financing Administration for Fiscal Year 1996 (HCFA Financial Audit), July 1997, p. 5. 

^ June Gibbs Brown, Inspector General, Department of HHS, Audit of HCFA Financial Statements - Testimony 
before House Committee on Ways and Means, Subcommittee on Health, June 17, 1997. 

* Susan Horn and Robert Goldberg. “A Sickly Approach to Medicare.” 77ie Washington Post, July 1994. 
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that address their special causes, dise^es, or constitueBcies. Expei^ive le^ 
advisors must, in turn, be retained by hospitals, healthcare professional 
associations, trade groups and other organizations to interpret the impact of these 
new laws on their ^ility to deliver quality healthcare to their patients. And 
finally, accountants, consultants and healthcare insurcra must also pore over the 
45,000 pages of convoluted Medicare regulations to determine which medical 
procedures they can bill for and for how much. 

Medicare not only encourages providers to stretch the limits of reimbursement to 
recapture as many of their costs as possible, it also offers patients little incentive 
to question excessive costs or report overpayments. Because there are no rewaids 
for delivering high quality healthcare or improving efficiency, there arc no “up 
fiont” incentives for providers to control costs. Instead, there are “back-end” 
investigations and billing dilutes, well after the money has disapp^ed, and lack 
of attention to the root causes of the problems. In this insidious cycle, more 
dollars are reprogrammed and committed to investigations, and regulations are 
constantly made more complex and vulnerable to mismterpretation, abuse, and 
litigation. This, in turn, leads to still more insistent calls for crackdowns and 
investigations. 

These problems will multiply as technology and advances in medicine continue to 
outpace the government’s ability to write and enforce new rules and regulations. 
Many of the newest and most innovative medical techniques are not even 
recognized or covered by Medicare, which means ftiat swiiors do not have access 
to all of the same high quality treatments under Medicare as patients under the age 
of 65. Medicare trails the private sector in using both managed care and 
healthcare outcomes to control unnecessary medical spending. The only way to 
control expenditures in this type of entitlement program is to specify in advance 
exactly what price the government will pay for each and every service rendered. A 
lumbering, monopolistic bureaucracy like Medicare is simply not nimble enough 
to keq? up with a rqsidly evolving industry that offers many different types of 
services, products, and treatments. 

Real change in Medicare will only come about when the power to make 
healthcare decisions is taken away from politicians, bureaucrats, lawyers, 
consultants, and accountants, and placed into the hands of those who depend upon 
the program. The Balanced Budget Act of 1997 was a good start in providing 
senioro with more choices and m^e control. But it do^ not address the core 
problem: Medicare will begin to slide into bankruptcy in 10 years, as the baby 
boomers begin flooding the program. The commission created by the Balanced 
Budget Act must confront this imm^iate crisis head-on by taking bold steps. 
CAGW concurs with U.S. Rep. Pete Stark (D-Calif.), who recently wrote 
“Medicare beneficiaries deserve the best we can offer - quality care at an 
affordable price with strong protections against unscrupulous providers.”* 


’ Congressman Pete Stark, “Letter to the Editor," The tVall Street Journal, September 11, 1997. 



Waste, Fraud and Abuse - The Continuing Saga 


Medicare was created in 1 965 to provide healthcare insurance benefits to the aged 
and other eligible populations who might not otherwise be able to afford decent 
health insurance coverage in the event of injury or illness. 

Medicare Part A provides hospital and other institutional coverage for eligible 
disabled persons and persons 65 or older. This coverage is premium-five and is 
financed through mandatory payroll taxes. Part A is commonly referred to as the 
hospital insurance program. 

Medicare Part B, Supplemoitary Medical Insiuance (SMI), is an optional program 
that covers most of the costs of medically necessary physician and other services. 
All persons 65 years or older can choose to enroll in the SMI program by paying a 
monthly premium. Even though this is a voluntary program, non-participating 
taxpayers finance approximately 75 percent of the spending. 

HCFA administers Medicare through more than 70 private claims processing 
contractors (who are really in control of the system). Healthcare providers and 
beneficiaries are paid by these companies, which also receive tax dollars to cover 
administrative expenses (approximately S1.2 billion in 1996). According to the 
General Accounting Office (GAO), HCFA processed more than 800 million 
claims in 1996.^ The sheer volume of the claims pitKessed allows incidents like 
the following to occur: 

• After unsuccessfully pleading insanity (claiming psychotic delusions 
caused him to oveibill), a Boston, Massachusetts, psychiatrist was 
sentenced to 46 months imprisonment and fined $1 million for Medicare 
and private insurer fiaud, obstructing justice, and intimidating a witness. 
The psychiatrist attempted to get patients to lie for him and even 
threatened to make public the medical records of a fiunily member of one 
of the patients if she didn’t lie to the government. The witness refused to 
be intimidated and testified against him.^ 

In 1995, the GAO warned that, ’’Medicare pays more claims with less scrutiny 
than at any other time over the past five years.”* Two years later the situation is 
not much better 

[Pjroblems in funding program safeguards and HCFA’s limited oversight 
of contractors continue to contribute to fee-for-service program losses. 
While HCFA expects a major system acquisition project to reduce certain 

* GAO, High Risk Series: Medicare iGAO/HR-97-\0),VtbnMxy, 1997, p. 15. 

’ Depanment of Health and Human Services (HHS), Office of Inspector General (OIG), Semiannual Report. April 
1, 1^6 -September 30, 1996, p. 15. 

* GAO, High Risk Series: Medicare Claims, February, 1W5, p. 7. 
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we^esses, the project itself has several risks may keep HCFA &om 

attaining its goals. In addition, the managed care program suffers from 
excessive payment rares to HMOs and weak HCFA oversight of the 
HMOs it contracts with.’ 

Tlic 1996 HHS audit identified HCFA*s fom internal cmitfol wesdoresses feat 

hinder Medicare from tracking its money: there is no process to estimate a 
national error rate for ixrpr^er paymoits; no accc^^le method for estimating 
Medicare accoimts payable; ik> integrared financial reporting sj^tem to properly 
account for Medicare accounts receivable or other financial mam^ement and 
z^K>itmg issues; and deficient electronic d^ proce^ing and controls relating to 
security access, system application d^iopment, and service continuity.^’ 

The anti'firaud provisions pa^^ by Congress in FY 1996 made significant 
changes in the oversight of Medicare fraud. HIPAA (also referred to as 
Kassebaum-Kennedy, after its Senate co>^nsors) contained increased funding 
for IG activitite, along with provisions that will enable the govanm«it to mroup 
more of its losses. The Balanced Budget Act also contained measures to stave off 
Medicare’s financial failure until 2007. Congress chose to carve out the bulk of 
fee saving over fee next five years, SllS billion, by once again reducing 
payments to doctors, hospitals, and other healthcare providers. 


Combating Health Care Fraud 

Sii^e 1995, the HHS IG’s office has stepped up its atuud^ on Mcdiicare fraud. 
That year, the department e^ablished Operation Restore Trust in California, 
Florida, Illinois, New York, and Texas, to target ar^ of waste, fraud, and abuse. 
HHS joined forces with multiple federal and state a^ndes to examine the 
activities of home healthcare agencies, nursing homes, and durable medical 
equipment suppliers. According to Michael Mangano, HHS’s principal deputy 
inspector general, the IG eventually expects to lecova- about SI .1 billion throu^ 
criminal cases and civil settlements." This is an enormous increase over last 
year’s «)iicctions, which totaled $205 millimi (the IG collected S69.8 million five 
years ago). That figure does not include any collections that may accrue as a 
result of fee IG*s ongoing investigation of Columbia/HCA, the largest tax-paying 
ho^ital didn in fee country.’^ 

In May 1997, the IG’s office reported that for every dollar q>ent on C^eration 
Restore Trust, $23 rerovered. It Identified more than S187.5 million in fines, 
recoveries, settlements, audit disallowances, and civil monetary penalties. There 
are still hundreds of pending cases. Because of the program’s success, HIPAA 


’ GAO, ttgA fiisk Series: Medicare, Febiuaiy, 1997, p. 8. 

'* Department of HHS. OIG, HCFA Financial Audit 1996. July 1997. p. 2. 

" Davui S. Hilremih, “&>ld &am5 Bilk Medicare of BiHkras,” Pie Washington Pmt, August 8. 1997. 

Greg Jaffc and Eva Rodriguez, “In Hospital Probes, a New Focus on Bottom Line ” The Walt Street Journal, 
September 12, 1997. 
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will double the IG’s appropriation over the next seven years and the operation will 
be expanded to include specific targets in all 50 states. Eventually, it will be 
appli^ in all SO states and throughout all Medicare program areas. 

Tracking and punishing fiaud, of course, are vital parts of administering any 
government program. And, as a result of some of new laws governing Medicare, 
they have also become more lucrative. But there are risks. Recent congressional 
hearings on the Internal Revenue Service (IRS) should serve as a cautionary tale 
about what c an h^pen when federal law enforcement officials exceed their 
authority in response to financial or other incentives. 

According to The Wall Street JoumaU almost all 187 hospitals in Ohio recently 
received letters from federal officials accusing them of overbilling Medicare for 
blood and urinalysis tests. The letters then offered settlements in lieu of 
prosecution.'^ Investigations and audits must not become institutionalized 
government shakedowns. 


Civil Penalties for False Claims 

Congress enacted the Civil Monetary Penalties Act to empower the IG to impose 
penalties and assessments against healthcare providers who submit false or 
improper claims to Medicare and state healthcare programs. The law allows the 
government to try to recover money lost through illegitimate claims and to impose 
additional penalties, if necessary. The IG may now also direct companies found 
to have engaged in improper billing or other transgressions to enter a corporate 
integrity program and submit to increased scrutiny in order to remain in Medicare. 

The IG is currently monitoring 70 such corporate integrity programs, from small 
physician offices to large laboratory corporations. Most supervision lasts for 5 
years and compels active participation by the provider to certify that it is 
operating within HCFA regulations and the parameters established by the plan. 
Failure to comply may result in lengthy, or permanent, exclusion from 
participation in Medicare. 

The following are recent examples of civil cases and their settlements: 

• A Massachusetts laboratory agreed to pay $6.67 million to settle charges 
that it overbilled Medicare. According to the IG, the laboratory routinely 
billed Medicare for a serum iron test whenever a physician requested a 
standard panel of tests, even though the iron test was not specifically 
requested. The laboratoiy improperly collected more than $3.35 million 
from Medicare for the unnecessary tests.'* 


” Idem. 

HHS, OIG. Semiannual Report. April 1, 1996 - September 30, 1996, p. 12. 
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• A New Jersey corporation pcrfomung X-ray and electoxanJio^phic 
services used subsidiaries in Massachusetts and Pennsylvania to illegally 
bill in regions where reiraburscmCTt rat« wiae higher. Hie coiporatios 
agreed to pay S2. 1 million to settle the case, and the president and vice 
president of one subsidiary pled guilty for their involvement in the 
scheme.** 

• Aft^ srdjmitting false claims to the MttJicare and Medicaid programs for 
experimental cardiac devices that were not FDA-approved, a California 
hospital paid nem-ly $1.3 million to rtKolve itt civil liability.** 

• In early 1 997, four Georgia healthcare providers a^ed to pay $2 million 
to settle allegations of Medicare fraud. According to the Justice 
Department, Califomia-bas^l Apria Healthcare Group Inc. used sham 
consulting contracts to give kickbacks to physicians in exchange for 
referrals of Medicare patients. Apria, one of the nation’s largest suppliers 
of medical equipment and oxygen, apeed to pay $ 1 .65 million. The other 
companies involved were Georgia Lung Associates, which agreed to pay 
$346,000; Pasa del Norte Hedth Foundation of El Paso, Texas, which 
agreed to pay 520,000; and Physicians Pharmacy Inc. of Georgia, which 
agreed to pay $4,000. ” 

• Between 1991 and 1993, a Philadelphia psychiatrist and his wife filed 
numerous false Medicare and Medicaid claims by billing for therapy that 
was not provided, for unsupavised treattnents, and for more therapy units 
than were provided. Ihe psychiatrist attempted to destroy records when 
federal investigators searched his office. TTie couple agreed to pay a 
$500,000 settlement and entered a coiporate integrity program.** 

• A New Jersey medical supply company paid $330,000 to settle charges 
that it billed Medicare for expensive, custom-fitted “spinal body jackets” 
that were actually little more than seat cushions provided to nuising home 
residents.” 

• Pennsylvania-based Mediq Inc. and its subsidiary, ATS Inc., agreed to a 
settlement in which ATS and its pitsidcnt pled guilty to concealing a 
felony and ATS agreed to pay $2.1 million in fines. The settlement was 
the result of a whistleblow^ lawsuit, which exposed illegal cross-billing 
of portable EKGs and portable X-rays. ATS billed services performed in 


HHS, OIG, Semiarwual Report. October 1, 1995 - March 31, 1996, p. 14. 

’’ BiB Raokia, “Medicare Fraud Case Settled for S2 millioBi,'’ Atlanta Joumal-Constitution, February 6, 1997. 
ms, OIG, Semiannual Report. October 1. 1995 -March 31. 1996. p. 15. 

Alice Ann Love, “Medicare Crackdown to Target 12 New States," 77ie Orange County Register, May 21, 1997. 
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one carrier’s jurisdiction to a carrier in another jurisdiction where 
reimbursement rates were higher * 


Criminal Penalties 

Medicare fraud is often tried as a criminal offense, and a conviction can lead to 
jail time for the perpetrators. Recent criminal convictions for Medicare fraud 
include the following cases: 

• A former Colorado heart surgeon was convicted of Medicare and 
Medicaid fraud for billing for heart bypasses he never performed. The 
surgeon was sentenced to 30 days* incarceration, 3 years’ probation, and 
200 hours of community service. Total restitution, fines, and damages 
recovered totaled $30,000.^' 

• An Oregon opthamologist pled guilty and was sentenced to 2 years’ 
probation and fined $10,370 for submitting false claims for medically 
unnecessary cataract surgeries. Though his patients had near-perfect 
vision prior to surgery, the opthamologist gave the hospital false 
information about the patients’ true visual abilities. He subsequently 
surrendered his medical license and declared bankruptcy.” 

• The owner and chief executive officer of Georgia’s largest home 
healthcare agency pled guilty to charging Medicare and Medicaid for 
campaign contributions, phantom employees, and personal vacations. She 
was sentenced to 33 months in prison, followed by 3 years’ supervised 
work release, including 200 hours of community service. She was fined 
$25 million and ordered to pay $1 1.5 million in restitution. The 
company’s former vice president was fined $75,000, had to repay 
$710,000, and was sentenced to 151 months incarceration followed by 3 
years’ probation. The agency’s former risk manager was ordered to repay 
$710,000 and received 97 months’ incarceration and 3 subsequent years of 
probation.” 

• A joint audit and investigation revealed that a California nursing home 
owner had billed Medicare for nonexistent medical supplies and filed false 
cost reports. The former owner was sentenced to more than 1 1 years in 
prison and was ordered to pay more than $3.5 million in fines, restitution, 
and special assessments. Two former Medicare carriers and two former 
employees also pled guilty and were sentenced after they testified against 
the owner 


“ U.S. Department of Justice, Department of Justice Health Care Fraud Report: Fiscal Years 1995 - 1996, p. 25. 

HHS, OIG, Semionnua/ Report. April 1, 1996 -September 30, 1996, p. 16. 

“ Idem. 

“ HHS, OIG, Semiannual Report. October 1, 1995 - March 31, 1996, p. 19. 

”Ibid..pp. 19-20. 
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• A laboratory clerk and her husband (the president of the laboratory) used a 
fraudulent passport to set t^) a laboratory. The clerk and her husband 
subinitted more than 700 claims for 416 beneficiaries (many of whom 
were already dead) and collected $330,000 over a 60^y period. One of 
the ‘Vcfcriing physicians” had been dead for 2 years. The wife was 
sentenced in Florida to 9 months in prison, 2 years’ supervised release, 
and oidemi to pay a SSO special assessment. The husband was anested 
after trying to withdraw $200,000 from the corporate account and was 
sentenced to 1 0 months in prison, 3 years probation, and ordered to make 
restihition of $ 1 15,800 ” 

• After pleading guilty to submitting false claims for complex procedures 
that he did not perform, a California urologist was sentenced to 24 months 
in prison. Before the sentencing, he agreed to pay $440,000 in damages 
and penalties. The urologist will be barred from participation in Medicare 
for 10 years due to the egregious nature of his crimes. For example, he 
performed invasive proc^ures that he admitted were not medically 
necessary. He has also surrendered his medical license.^* 

• While employ*^ by a doctor ss an office manager, a Texas woman 
submitted false claims for a personal friend, even thou^ no services were 
performed. The two split die proceeds when the checks came in. The 
office manager was sentenced to a year and a day in prison and ordered to 
make restitution of $41,500. The friend was sentenced to one year 
probation and fined $2,550.” 

• A former IRS mail cl«k was sentenewi to five months In prison and five 
months’ home confinement with electronic monitoring, followed by one 
year supervised release, for impersonating a federal officer, intimidating a 
witness, and obstructing a Medicare fi^ud investigation. Before becoming 
an IRS employee, he had worked for an ambulance company that was 
being investigated for fraudulent Medicare billing. During that 
investigation, several company employee revealed that the man had 
claimed to be an IRS agent and had threatened at least one of them with a 
tax audit if he cooperated with authorities.^' 

• A psychologist in Pamsyl\^a was s^tenced to 6 months’ home 
detention, 1 2 months' probation, and 300 hours of community service for 
mail fraud. Over a 4«year period, she billed Medicare for more than 700 


«lbid..p. 21. 

October i, 1996-March3l, !997, j:^21-22. 
” HHS, OIG, Semiannual Report. October 1, 1996 -March 31, 1997, p. 23. 
Idem. 
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services that were ncvCT provided. The toss was estimated at 

$113,000.” 

• Blake Alan Wimpcc was sentenced to 1 8 months in prison for siAmitting 
false claims to Medicare. Between 1 994 and 1996, Mr. Wimpec billed 
Medicare for 28 power wheelchairs when he actually provided electric 
^ootCTS instead. As a result. Medicare overpaid die San Mgelo, Texas 
businessman by more fltan S82,0CK) ” 

• In 1996, Ronald W. Nemeroff pled guilty in U.S. District Court in 
Newark, New Jersey, to paying kickbacla of $36,000 to get $145,000 
worth of Medicare-fund^ orders for equipment.^* 


Kickbacks 


Many businesses use referrals as an integral part of their day-to-day operations to 
meet cistomer needs and provide specialized medical services that are not part of 
their expertise. The healthcare system is especially d^endenl on referrals 
because there are so many medical specialty areas. A referral becomes a kickback 
when patients are referred in exchange for anything of value. Both parties, the 
giver and the receive', share culpabiliQ' under the law. Medico requires that 
referrals be made in the best interest of the patient and without financial gain by 
either party. 

Mcxiicare’s anti-kickback statute “penalizes anyone who knowingly and willfully 
solicits, receives, offers or pays remuneration in cash or in kind to induce or in 
return for: 

• referring an individual to a person or entity for the furnishing, or arranging 
for the furnishing, of any item or service payable under the Medicare or 
M^icdd programs; or 

• purchasing, leasing or ordering, or arranging for or recommending the 
purchasing, leasing, or ordering of any good, facility, service or item 
payable under the Medicare or Medicaid progams.”^ 

The following are recent exan^les of Medic^e kickback schemes: 

• In the first case initiated under the anti-kickback law, a group of 
cardiologists in a Massachusetts hospital, who are not permitted to bill 
Medicare for interpreting coronary angio^ams ventriculograms, 
gained the illicit cooperation of a group of radiologists, who agreed to pass 


” Idam. 

* Associa^ Press. “Medicare Suj^lier Gets l^isoa Time fw Fraud," San Anfonio Express-Nem, June 8, 1997. 
“ Jerry DeMarco. “Guilty Plea in Kickback Scheme," The Record. September 25, 1996. 

” HHS, OIG, Semiannual Report, April 1, 1996 - September 30, 1996, p. 17. 
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the bills through to Medicare. The hospital paid a^«cd to pay $1 77,000 in 
restitution.” 

• Tony Abad, a 43*year-old Florida X-ray and ultrasound technician who 
owned and operated Physicians Choice Diagnostic Service Inc., was 
charged with 24 counts of paying illegal kickbacks for Medicare 
business,^ 

• Two brothers were found guilty by a New York jury for conspiracy related 
to fraudulent M^ic^ claims. The brothws visited senior citizen 
his^irises and conducted health faire where they coaxed Medicare 
beneficiaries into revealing their Medicare identification numbers. The 
brothers then used the numbers to forge certificates of medical necessity to 
two durable medical equipment (DME) comp^es. The companies then 
billed for equipment, much of which was never supplied, costing Medicare 
$750,000. The brothers received “commissions” based upon the cost of 
each piece of equipment.” 

• Five owners of llcemed branches of the Florida Impotence Clinic Inc. 
were indicted for receiving kickbacks for referring Medicare patients to 
medical equipment manufacturers and service providers.” 

• A former salesman for a New York DME company was sentenced to four 
months in prison, followed by 2 years’ probation, and $1 3,500 in 
restitution fines for Medicare fraud conspiracy. The salesman recniilM 
patients for his father, a semi-retired podiatrist, in return for the patients’ 
Medicare identification numbers and sign^ certificates of medical 
necessity. Die salesman then turned around and sold the certificates to his 
employer. The father was sentenced to three years probation and four 
months home confinement for billing Medicare and private health 
insurance for treatments not done and visits not made.*’ 

• Physicians First Choice and Somed Company, both owned by Frank S. 
Lopez of Clearwater, Florida, are accused of paying clinics for Medicare 
patient referrals and then including the payments in their charges to 
Molicare. The government is seeking triple damages on 17,000 false 
claims that Lopez’s companies submitted, for a total of $170 million in 
punitive damages.” 


Mem. 

” Mark Albright, “Medicare Fraud Inquiry Spreads,” St. Petersburg Times. August 1 , 1 997. 
”HHS, OIG, Semiannual Report, Octc4>er 1, 1995- MMChSl, 1996, p. 22. 

“ Marie Albright, “Medicare Fraud fequiiy Steads,” St. Petersburg Times, August 1, 1 997, 
” KHS, OIG, Semiannual Report. October 1, 1995 -March 31, 1996, p. 23. 

’* Mark Albright, “Medicare Fraud Inquiry Spreads,” St. Petersburg Times, August 1, 1997. 
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Home Healthcare 

Home healthcare is a r^idly growing industry that allows seniors to receive care 
in their own homes for less than the cost of hospitalization or nursing home care. 
Unfortunately, it has become rife wife fraud and abuse. A recoit govwnraent 
audit found that 40 percent of home healthcare visits reimbursed by Medicare in 
California, Illinois, New Yoric, and Texas do not qualify for reimbursement. 
Another IG report uncovered the fact that 25 percent of home healthcare agencies 
certified to participate in Medicare have defrauded or exploited the program at 
one time or another. Medicare spends $17 billion per year on home healthcare 
services.’’ 


fronically, it was Medicare’s policies that he^ed spawn the huge explosion into 
home healthcare spending. Much of the technology tlmt has been developed in 
recent years allows many medical procedures to be performed at home, often by 
patients themselves. Medicare deliberately offered generous payments for home 
healthcare, based upon the fact that caring for someone at home is l^s expensive 
and more desirable for seniors than admitting them to a hospital. But in the 
process, Medicare allowed for unlimited payments for a wide variety of home 
healthcare services instead of capping prices as it has for in-hospital care. 

The Balmiced Budget Act passed Uiis yeju- by Confess will require home 
healthcare agencies and other post-acute healthcare providers to move from 
Medicare’s current cost-based reimbursement system to the prospective payment 
sj^em (PPS) by 1 999. It is believed that under PPS, hc«pitals will no longer 
have the incentive to shift acute-care costs to home healthcare operations.*® 

After years of promoting the expansion of home health care agencies and then 
failing to exercise oversight, the Clinton Administration has finally taken steps to 
address the problem by announcir^ a moratorium on the acceptance of new home 
h^ithcare agencies and by a doubling of the number of investigators assign«l to 
examine agencies’ activities. This is the first time since Medicare was 
in^iemented that a whole section of the healthcare industry has been barred from 
admission to the program. The moratorium will put the brakes on wh^ has been 
one of the fastest growing segments of the healthcare industry - Medicare was 
Mcqjting an average of lOO new home healthcare compani^ each month. 
Furthermore, currently certified home healthcare companies will be required to 
re^ply for admittance to remain eligible to receive Medicare reimbursements.** 

In Florida alone, the IG found that: 


” Testimony of George F. Gr<*, Deputy Inspector General for Evaluation and Inspections HHS Office of Inspector 
Ckaersl. Hearing before the Senate Special Ccmaiutftc on Aging, My 28, !997,p. I. 

Charlotte Snow, “Home Health Heats Up,’’ Modem Healthcare, August 18, 1997, p. 30. 

Amy Goldstein, “President Acts to Curb Home Health Care Fraud,” The IVashington Post, September 16, 1997. 
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• In Miami Lakes, 24 percent ofclaiuls did not meet guidelines: 11 percent 
were for 145 services diat were not reasonable or necessary, 9 percent 
were for 1 77 services that physicians either denied authorizing or 
authorized improperly, and 4 percent v«ac for 24 services that were not 
provided." 

• In Miami, 40 percoitofclaims did not meet Medicare guidelines: 25 
percent of the claims were for 466 services made to individuals who were 
not homebound; 8 percent of the claims were for 200 services that were 
not reasonable or necessary, 5 percort of the claims were for 127 services 
that were not provided; and 2 percent of the claims were for 53 sovices 
that physicians denied authorizing." 

• In Dade County, 32 percent of claims did not meet Medicare guidelines: 

1 6 percent were for MS services fliat were not reasonable or necessary; 9 
percent of the claims for 129 services were provided to beneficiaries who 
were not homebound; 4 percent were for 1 8 ssvices that were not 
provided; and 3 percent were for 48 services that physicians either denied 
authorizing or authorized imprtqierly." 

• In one Florida home healthcare agency (HHA), 32 percent of claims did 
not meet Medicare guidelines: 23 percrat w«c for 262 services that were 
not reasonable or necessary; 5 percent were for 69 services provided to 
beneficiaries who were not homebound; 3 pcrccni were for 1 7 services that 
physicians did not authorize; and 1 percent were for 5 services that were 
not provided. During this fiscal year period, the HHA claimed $ 1 2 million 
in 8,700 claims representing 151,015 services." 

Other examples of home healthcare ftaud include: 

• Some people in the home healthcare business are very generous to their 
relatives. One HHA hired the owner’s nephew to maintain its computer 
system. The nephew was a fiill-time college student and was paid 
$250,000 for the work." 

■ The tbnner owner of a Michigan HHA was sentenced to 5 months house 
arrest and ordered to pay $ 1 8,000 for his participation in Medicare ftaud. 
He sold his agency in December 1994 to a Georgia agency but backdated 
the sale to November 12, 1994. This sleight-of-hand allowed the 
corporation to bill Medicare for all the services provided by the former 
owner’s HHA, thereby covering nearly all of the corporation’s acquisition 


" HHS, OIG, Semiannao/ ^epvrr. April 1, 1996-Septcniba30, 1996. p. 18. 

"Mem. 

"Idem. 

"HHS, OIG, Semiannaai fieport. October 1. 1996- March 31, i997, pp, 24-25. 

" HHS, OIG, Home Health: Problms and Their Impact on Medicare, July 1 997, p9. 
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costs, Although flie fonner owner provided no services, he received a 
$5,000 a month salary from December 1994 to June 1995.” 

• The fonner owner of a Texas HHA was handed a sentence of 27 months 
after he pled guilty to filing false Medicare claims totaling mote than 
$49,000 in only 6 months. The harsh sentence was partly due to a 
previous state conviction for embezzlement” 

• Two brothers in Texas con^ired to include phony expenses for medical 
supplies, office supplies, and automobile leases on Medicare claims forms. 
One brother was the president of a medical supply company, which sold 
equipment to the other brother’s agency at a 100 percent markup. The two 
then altered invoices for supplies not purchased and fabricated automobile 
lease contracts from vendors who never leased vehicles. They agreed to 
pay $30,000 to resolve their civil liabilities." 

• In 1996, John Watts, Jr. pled guilty to defrauding Medicare of at least $1.5 
million. He started his company. United Care Home Health Services Inc., 
just 13 months after finishing a prison term for dealing cocaine. Watts 
paid kickbacks to local doctors to get his first patients, but later decided it 
was easier just to bill for services never provided, in some cases using the 
names of dead people. Watts sent his claims via computer. When 
investigators asked for documentation of the services. Watts and his 
partner forged the documents, hoodwinking investigators for several 
months. Watts made so much money with the scam that he was able to 
put a $1 .2 million cash down payment on a $2.5 million house.” 

• In less than one year. Urgent Home Health Care of Washington, D.C., 
billed for 1 ,450 visits its nurses never made, often leaving patients waiting 
for needed care. The owners of the company, Pauline Bapack and Pierre 
Yopa, collected about $100,000 for those fraudulent billings. Bapack was 
sentenced to three years in jail. Yopa is wanted for failing to show up for 
sentencing.” 


Nursing Home Fraud 

Most nursing home staffs are trustworthy providers of care and comfort for 
seniors who are unable to care for themselves. When nursing home doctors, 
nurses, suppliers, or staffs defraud the Medicare syston for personal gain, they 


HHS, OIG, i?eport, April 1, 1996 -September 30, 1996. p. 19. 

“HHS, OIG, Semiannual Report. October 1, 1996— M»reh3l, 1997, pp, l&Zl. 

•Ibid., p. 27. 

* Peter Eisler, “Fraud On the Rise,” USA Today, November 1 2, 1996. 

Brooke A. Masters, “Investigators Try lo Keep up with Growing Problem orHeaith Care Fraud,” The Washington 
Post, April 6, 1991. 
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brcak that trust. The GAO identified two reasons why nursing homes are so 
vulnerable to fraud: 

First, because a nursing facility locates individual Medicare benefrciaiies 
under one roof, unscrupulous billers of services can operate their schemes 
in volume. Second, in some instances, nursing l^ilities make patient 
records available to outside providers who are not responsible for direct 
care of the patient, contrary to federal regulations that prohibit such 
inappropriate acc^.’^ 

As the baby-boom generation matures and more seniors enter the nursing home 
system, the potential for fraud will explode. The following cases are recent 
examples of fraudulent schemes involving nursing home facilities: 

• An Ohio hospital agreed to pay the federal government $ 1 .45 million to 
settle charges of defrauding the Medicare and Medicaid programs. False 
claims for geriatric psychiatric services that were non-therapeutic or 
unnecessary were submitted while the hospital was operating an outpatient 
clinic for nursing home patients. Many of the patients suffered organic 
brain disorders that did not call for psychiatric treatments, resulting in an 
overpayment to the hospital of more than $600,000. The hospital agreed 
to enter a corporate integrity program.** 

• A company in New Jersey that employed psychologists to provide services 
to nursing home residents agreed to pay $700,000 to settle allegations it 
submitted false Medicare claims. The company billed for 45 to 50 
minutes of psychother^y to nursing home residents when only 20 to 30 
minute sessions were held. Some of the company’s psychologists billed 
for more than 14 hours of therapy a day, and one billed for the equivalent 
of more than 24 hours in one day. The company has entered a corporate 
integrity program.** 

• An Illinois ambulance company owner and one of his employees pled 
guilty to Medicare and Medicaid fraud for filing false and inflated claims 
for same-day, round-trip transfers of nursing home patients, many of 
whom were in fact bed-confined. The company owner was sentenced to 5 
months’ incarceration, ordered to sell his business, and fined $10,000. He 
had previously agreed to a $367,000 civil settlement. The employee was 
given two years probation and fined $500.** 


” GAO, Fraud and Abuse: Providers Target Medicare Patients in Nursing Homes (GAO/HEHS-96-18). January, 
1996, p. 2. 

” HHS, OIG, Semiannual Report. April 1, 1996 - Sq>tember 30, 1996, pp. 22-23. 

**HHS, OIG, Semiannual Report. October 1, 1996- March 31, 1997, pp. 29-30. 

” Ibid., pp. 30-31. 
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• A podiatrist received $143,580 for pcrfoiming unneeded surgical 
procedures on at Ic^t 4,400 nursing home pati^ts during a six-month 
period. A doctor would have to operate on at least 34 patients per day, 
five days a week in order to perform surgery at that volume.*® 

• A Florida therapy company provided free services to nursing homes, then 
billed group activities such as sing-alongs and arts-and-crafts classes as 
individual therapy for es^h patient. The sing-alongs w^e billed as 
therapy. The arts-and-crafts classes were billed as occupational therapy. 
The company offered the services to the nursing homes in exchange for 
information fi'om the patl«its’ charts, which they then used to bill 
Medicare.” 


Laboratory Fraud 

HHS determined in 1 993 that many independent clinical laboratories were billing 
Medicare for millions of tests that were medically unnecessary. Many individual 
lab tests arc included in a routine screen, or panel, of tests. Some laboratories, 
however, were leading physicians to believe that the tests were fi’ce of charge and 
then billed Medicare for them anyway. The government ordered a national 
investigation involving the HHS IG auditors, HCFA staff, U.S. attorneys, and 
federal law enforcement agencies to examine clinical laboratories.** Wh^ follows 
are some examples of fraud uncovered during those investigations: 

• In one of the biggest financial settlements involving healthcare fraud in the 
history of the False Claims Act, one laboratory agreed to a $325 million 
settlement and entered a «>rporate inte^ty agreement to ensure stringent 
compliance in its future billing practices.** 

• A laboratory own«i by SmithKline Beecham allegedly programmed 
computers to fabricate information for Medicare claims when missing or 
incomplete data would have delayed payment and, in some cases, 
substituted a false dia^osis friat would assure payment instead of 
submitting one that would be rejected. The company has also been 
accused of unbundling tests, charging for tests that doctors never ordered, 
and off«ing ph^cians kicldsacks for patient referrals." 

• Anofoer major clinical laboratory agi^d to pay $187 million to resolve its 
civil liabilities and to enter a corporate inte^ty program with 
comprehensive training and monitoring. One of its constituent 


** GAO, Fraud and Abuse in Nursing Homes, p. 4. 

” Lindsay "Medicare Swindiens Exposed,” The Tampa Tribune, June 23, 19^. 

“ U.S. Deputment of Justice, //eoM Care Fraud Reptort. Fiscal Years 1995 - 1996, p. 7. 

” HHS, OIG, Semiannual Report. October 1, 1996 -March 31, 1997, p. 32. 

* David S. Hilzesiath. “Mwlicaie Scams Easy, Officiais Say,” The Florida Times Union, August 10. 1997. 
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laboratories also pled guilty to fraud, paid a $5 million criminal fine, and 
was excluded from participation in federal and state healthcare programs/’ 

• A fourth major independent laboratory fell victim to “successor liability” 
for the conduct of laboratory companies that it had purchased during its 
growth in the early 1990s. Two settlements were reached amounting to 
$130 million, bringing the total amount recouped in this case thus far to 
$185 million." 

• In early 1997, Medicalab Inc. and its owners agreed to pay $1.3 million to 
settle allegations that it defrauded Medicare by overbilling for mileage 
traveled by workers and charging for duplicate radiology services.®’ 


Durable Medical Equipment 

DME is one of the more prevalent and long-standing areas of fraud. Medicare is 
often billed for higher-cost equipment than that which is actually delivered, 
equipment that never arrives at all, medically unnecessary equipment and 
supplies, or equipment delivered in one state but billed in a state where the 
reimbursement rates are more gei^rous. The HHS IG’s office has made 
investigating DME scams one of its highest priorities. There are a number of 
ingenious scams used by unscrupulous companies and individuals in order to 
squeeze more money out of Medicare, including the following cases: 

• A New York physician, who was sentenced to 12 months’ imprisoiunent 
and ordered to pay $87,000 in restitution, was one of 19 people 
participating in a scam involving a medical supply company which ended 
up costing Medicare more than $13 million over an 18-month period. 
Without ever seeing patients, the physician signed medical necessity 
forms, then falsified medical charts to indicate treatment.®® 

• Ben Carroll, owner of Bulldog Medical of Kissimmee Inc. and MLC- 
Geriatiic Health Services, was sentenced to 10 years in prison for 
overbilling Medicare by $71 million. Mr. Carroll billed Medicare for 
urinary-collection pouches costing $8.45 each, when what he actually 
supplied were adult diapers costing only 35 cents each. He also pled 
guilty to defrauding Medicare of $2.3 million in Kansas City, Kansas.®® 


HHS, OIG, Semiannual Report, October 1, 1996 - March 31, 1997, p. 32. 

“ Idem. 
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• Alfredo Lazaro Borges of Miami set up two phony DME supply 
companies and, using the Medicare identification numbers of patients and 
the names and identification numbers of several licensed physicians, filed 
falsified Medicare claims between August 1993 and June 1994. He stole 
$2.6 million in the course of one year. He never saw a patient, nor did he 
ever provide anyone with any medical equipment** 

• The FBI is investigating complaints that several companies in the Tampa 
Bay area offered free motorized wheelchairs to residents of a seniors’ 
housing complex, but delivered motor scooters instead. The scooters sell 
for around $1,700 each; Medicare was billed and paid nearly $5,000 each 
for what it thought were wheelchairs.*’ 

• In Charlotte, North Carolina, federal prosecutors have charged five men 
and one woman with filing more than 1 1 ,000 fraudulent Medicare claims 
for medical supplies and equipment.** 

• On December 1 3, 1996, Arthur Schinitsky, a supplier of medical 
equipment based in Bradenton, Florida, pled guilty to charges that he 
defrauded Medicare by submitting claims for services he never delivered. 
On some of the claim forms, he used the Social Security numbers of dead 
people. His network of transactions involved at least 15 real or fictitious 
businesses in three states, and relied heavily on mail services, which 
helped delay his capture. Two of his employees have also been charged 
with complicity in the scams. In all, Mr. Schinitsky is accused of stealing 
S9 million from the government.** 

• As part of a plea bargain agreement, a Texas DME company paid 
restitution of $450,000 and was sentenced to one year probation for 
supplying wheel chair pads to nursing home patients and then fraudulently 
billing Medicare for a more expensive lumbar sacral support system.’^ 

• A physician fled to the Dominican Republic and his cohort in crime fled to 
Sierra Leone for preparing and signing fraudulent certificates of medical 
necessity for DME. A New York judge sentenced the Dominican refugee 
in absentia to 78 months in prison and ordered him to pay $3.5 million. 

His partner waived extradition to return to the United States.” 

• A New York DME company used a sham subsidiary to submit claims in 
Pennsylvania for equipment sold in Western New York. In addition to a 


“ “Man Sentenced for Fraud," Fort Lauderdale Sun-Sentinel, March 22, 1997. 
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criminal fine of $300,000, the subsidiary also pled guilty and agreed to 
make full restitution of $ 1 . 1 million and to pay a civil penalty of $2.5 
million.’^ 

• A Pennsylvania DME company agreed to pay $1 10,000 to settle criminal 
and civil liabilities for submitting false claims to Medicare for maiketing 
and distributing lower-quality body jackets to long-tenn care facilities than 
those actually delivered. The company and its president were barred for 
life from participation in any HHS programs.” 


Lymphedema Pumps - A Special Look 

A significant area of abuse in DME has been the purchase of lymphedema pumps, 
Lymphedema is the swelling of an arm, leg, or other part of the body, a condition 
that can occur when lymph nodes and vessels in the armpit or the groin have been 
removed or damaged by surgery, radiotherapy, or blocked by a tumor. This 
condition is most common in cancer patients whose lymph nodes have been 
removed. Although there is no cure for lymphedema, several treatments are 
available to control swelling, including pumps. These pumps vary in complexity 
and range in price from $600 to $6,000 each. HCFA recognizes the pumps as a 
treatment of last resort.’^ 

Several medical supply companies have settled charges that they defrauded 
Medicare for marketing and selling lymphedema pumps for $500 while billing 
Medicare $5,000 each. The allegations of fraud were first made by Ron Wells, 
the owner of a medical supply company. In 1991, Wells was approached by 
Huntleigh Technology Inc., an American subsidiary of Huntleigh Technology of 
Great Britain, and asked to participate in a network of retailers offering the pumps 
for the marked-up price. Wells realized that the pumps were identical to a version 
that cost only $600 and reported the company’s improprieties to authorities. The 
government’s investigation led to a settlement with Huntleigh in which the 
company agreed to repay $4.9 million.” 

Many of the medical supply companies that purchased the pumps from Huntleigh 
have also reached settlements with the government. The latest settlement came in 
May 1997, when Mediserv Inc. of Texas agreed to pay $1.35 million and Medico 
International Inc. of New Jersey agreed to pay $150,000. In all, the federal 
government has garnered $15 million from settlements of such charges. None of 
the companies were required to admit wrongdoing, however. Between 1990 and 
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1992, Medicare claims for the pumps jumped from $4.8 million to $49.1 
million.’® A few specific examples: 

• The former owner of New Jersey’s largest Medicare supplier of 
lymphedema pumps was sentenced to 35 months in prison followed by 3 
years supervised release, fined $7,500, and ordered to pay a total of 
$220,100 in restitution for a scheme involving beneficiaries in Florida and 
New Jersey. The owner billed Medicare for pumps reimbursable at $4,000 
per pump when cheaper quality pumps were actually delivered. In 
addition, many of the pumps were medically unnecessary, and 
overpayments totaled more than $200,000.” 

• A Maryland DME company agreed to pay $1.5 million and enter a 
corporate integrity program to prevent future incorrect billing after 
submitting claims for lymphedema pumps under an improper code. The 
company was overpaid approximately $690,000.’* 

• Bernice Tambascia, owner of MedFast Inc., forged physicians’ signatures 
for prescriptions of lymphedema pumps and billed Medicare in New 
Jersey and Florida for the equipment. She was sentenced to 2 years and 1 1 
months in jail, and ordered to make immediate restitution of nearly 
$200,000 to Medicare carriers and to a private insurance company.” 

• In October 1995, National Medical Systems agreed to a $1.5 million 
settlement for billing the government for 200 top-of-the-line lymphedema 
pumps when it provided much cheaper equipment. Public Integrity Inc., a 
watchdog group for the medical equipment industry, received $225,000 
for bringing the qui tarn suit that led to the settlement.*® 

• The former owner/operator of a DME company in the state of Washington 
was sentenced to a year and a day in prison, 3 years’ supervised release, 
and ordered to pay $294,860 in restitution, fines, and penalties. He billed 
Medicare and private insurance companies for lymphedema pumps at 
$4,500 each, but delivered pumps that were only worth $600 and pocketed 
the difference.*’ 


Hospital Fraud 

Recent headlines demonstrate that Medicare fraud is also occurring in some of the 
nation’s most prestigious hospitals. The chief executive officer of the largest 
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investor-owned hospital chain in the U.S., Columbia/HCA, was forced to resign 
after three employees at a Columbia hospital in Florida were indicted for 
Medicare fraud Now, the government has expanded its investigations and says 
the entire company has become a target of the probe. Investigators want to know 
whether Columbia illegally passed on to Medicare the costs it incuiicd during the 
acquisition of hospitals and other healthcare facilities. The government is also 
investigating Columbia’s home healthcare division to determine if the company 
engaged in cost-shi ftin g of non-reimbursable items such as gift shop merchandise 
and cafeteria expenses. The investigation could ultimately cost Columbia a record 
SI billion." 

HHS officials are also examining the billing practices of many of the nation’s 1 25 
teaching hospitals. These audits, commonly referred to as PATH audits 
(Physicians at Teaching Hospitals), aim to find out if some hospitals billed 
Medicare for the treatment of patients by senior doctors when medical records 
show the woric was actually performed by residents. Not surprisingly, politics are 
seeping into the act. Several members of Congress, under heavy pressure from 
teaching hospital lobbyists, are trying to persuade HHS to suspend the audits 
pending the release of a congressional study that will try to determine whether the 
complexity and vagueness of HCFA’s regulations contribute to the problem. 

While many of Medicare’s billing foul-ups certainly occur as a direct result of 
confusion, it is also clear that some teaching hospitals have erroneously billed for 
a senior physician’s services even when the physician was not physically in the 
hospital at the time. HHS IG June Gibbs Brown recently explained in a letter to 
CAGW that: 

In order to claim reimbursement from Medicare Part B for a service 
rendered to a patient, the leaching physician must have personally 
provided the service or have been present when the intern or resident 
furnished the care. Physicians claiming reimbursement for services only 
provided by the intern or the resident are making a duplicate claim - since 
that service has already been paid for under Part A through the Graduate 
Medical Education Program. 

The following recent incidents are only the tip of the iceberg. More are sure to be 
uncovered as HHS auditors go forward. 

• A former controller and vice president of finance at a New Jersey medical 
center was ordered to make restitution of more than $1 million to the 
hospital and $24,870 to Medicare after he was sentenced to 25 months in 
prison for tax evasion, embezzlement, and fraud. The official agreed to 
aid in the investigation of other hospital officials accused of kickbacks and 


“ Greg JafTe and Eva Rodrigue 2 :, “In Hospital Probes, a New Focus on Bottom Line,” The Wall Street Journal, 
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false billing schemes that cost the hospital nearly $3.8 million. The 
executive vice president was also sentence to 55 months in prison and 
ordered to repay $21,000. Three others executives who pled guilty await 
sentencing." 

• Part of a Pennsylvania university healthcare system agreed to pay $30 
million to settle charges of defrauding Medicare. An audit and 
investigation revealed that false Medicare bills (totaling approximately 
$10 million) were submitted for physician services, and that many of the 
claims improperly reported the level of care provided or falsely reported 
the involvement of attending physicians.*^ 

• The FBI and the Justice Department are currently investigating whether 
4,600 hospitals have been routinely billing twice for blood tests, X-rays, 
and other outpatient services performed during pre-admission woricups. 
Those services are supposed to be included in the fee Medicare pays for a 
related inpatient stay.®^ 


Program Exclusions 

One method of detemng fraud is to bar perpetrators from participation in the 
Medicare program, temporarily or permanently. 

According to the IG, such program exclusions can be imposed for “conviction of 
fraud against a private health insurer, obstruction of an investigation, distribution 
of a controlled substance, revocation or surrender of a healthcare license, or 
failure to repay health education assistance loans.” The following are only a few 
of the thousands of program exclusions issued by HHS over the past several 
years: 

• The owner and operator of eight Florida DME companies was excluded 
from Medicare for 30 years after being convicted of conspiracy to defraud, 
filing false and fraudulent claims, and paying kickbacks for the referral of 
Medicare patients. One employee was also convicted of conspiracy and 
excluded from Medicare for 10 years.” 

• Two officers in two different Florida DME companies were excluded from 
Medicare for 20 years each after selling liquid nutritional supplements to 
beneficiaries who didn’t need them. The companies paid fees to several 
doctors to sign certificates of medical necessity authorizing the 
supplements, even though the doctors never examined the patients. Once 
the companies had the certificates, they billed Medicare about $400 each 


HHS, OIG, Semiannual Report. October 1 , 1 996 - March 31,1 997, pp. 7-8. 
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month for the supplements and an additional $250 each month for tubal 
feedings/’ 

• After convictions for defrauding Medicare of more than $108,000, a 

Florida DME company owner and its sales manager were both barred fix>m 
the program for 10 years. The two had submitted false claims for X-ray 
tests that had not been ordered or were determined to be medically 
unnecessary, and for equipment that had never been provided. 


Time for Real Change 

The current crusade against Medicare fraud is long overdue. Unscrupulous 
providers who game the system must be punished. However, it is striking to note 
that the S23 billion in losses identified by the IG are referred to as “improper 
payments” rather than “fraud,” and that more than half of that estimate is based on 
insufficient or total lack of documentation. Criminalizing and exacting restitution 
for paperwork snafus and honest misunderstandings will certainly replenish 
government coffers. The real question is: Will it improve the quality of 
healthcare for Medicare beneficiaries? 

Under the current system, greedy providers motivated to prey on Medicare’s 
inherent vulnerabilities have shown almost limitless creativity in ripping off the 
system, sometimes repeatedly and for long periods of time. At the same time, 
law-abiding healthcare providers must engage in expensive anti-fi^ud education 
and retain professionals to help them constantly retool their billing systems, as 
well as to figure out how to recoup some of their costs. As Congress reflcxively 
returns again and again to providers, squeezing them as a short-term fix for 
Medicare’s financial problems, it is almost inevitable that they will, at times, skirt 
the bounds of “proper” reimbursements. 

The Clinton Administration recently suspended a contract for the design of an 
advanced computer system that would have accelerated payments, improved 
service, and reduced fraud. The idea was to create a single national database, 
which would pay all doctors and healthcare facilities that serve Medicare 
beneficiaries. Government officials finally concluded that Medicare’s payment 
system was far more anachronistic and impenetrable than they had anticipated. 
They were unable to even reconcile the current system. Estimates on how much 
this fiasco cost taxpayers vary between $30 to $43 million.” 

Medicare teems with perverse incentives that drive both providers and 
beneficiaries to spend money that contributes nothing to individual health. Many 
of the features designed to control costs actually compromise well-being, force 
seniors to spend billions out-of-pocket, and encourage wasteful spending. The 
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new wave of price controls included in the Balanced Budget Act passed by 
Congress is yet another politically facile, stop-gap measure that will simply 
compound Medicare’s problems. 

Medicare's Price Controls 

Medicare was initially an open-ended entitlement program that promised to pay 
for every medical service and procedure for every eligible beneficiary on a 
reasonable cost basis. By 1982, the explosive costs of this approach became 
politically and financially unsustainable. So Congress and I^ident Reagan 
agreed to squeeze the “fat” out of Medicare by instituting strict price controls, 
known today as the prospective payment system (PPS). 

The PPS established fixed prices for hospitals for treatment of different types of 
illnesses. In 1989, Congress went a step further and created the Resource-Based 
Relative Value Scale (RBRVS) for doctors serving Medicare patients. Supporters 
at the time, including CAGW, argued that price controls would force hospitals 
and doctors to be more efficient. But, instead, price controls in Medicare actually 
increased costs and barriers to healthcare. 

In the 1980s, healthcare costs in the private sector rates exceeded Medicare’s 
rates. For example, in 1996 Medicare costs grew at a rate of 8.5 percent per year, 
while private sector costs increased at an annual rate of only 3.2 percent. 
According to the January 1997 Congressional Budget Office (CBO) baseline 
budget estimates. Medicare is projected to continue to grow at 8.5 percent per 
year over the next 5 years, while federal budget outlays will grow at an average 
annual rate of 5.2 percent and the gross domestic product at an average of 4.8 
percent.” 

Indeed, rather than promoting efficiency, price controls have only led to rationing 
of healthcare services as a way of reducing costs. As health analyst J.D. Kleinke 
points out, “Medicare's prospective payment system effectively rewards the rapid 
discharge of patients, many of whom are not well enough, relapse, are re-admitted 
- and the meter starts running all over again.’”' In other words. Medicare gets 
people out of hospitals quicker, but sicker. 

How Price Controls Promote Waste, Fraud, and Abuse 

The causes of fraud and waste in Medicare are deeply rooted in the program’s 
structure itself. The absence of any incentives to deliver high-quality, low-cost 
healthcare greatly contributes to the problem. First, price controls have 
encouraged doctors and hospitals to “cost shift,” or recoup their losses by 
increasing their prices to unregulated, or privately insured, patients. Second. 


* Gail Wilensky, Ph.D.. Testiraooy before Senate Finance Subcommittee on Health Care, February 12, 1997, p. 3. 
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providers have resorted to “unbundling” medical procedures, separating a course 
of treatment into individual, more expensive elements. Third, they will often 
“upcode” a diagnosis to maximize reimbursement. Fourth, even though Medicare 
c^s the price it will pay for a medical procedure, it will also pay for any 
procedure for which a claim is filed. It is common to hear seniors complain about 
their Medicare bills being loaded up with lots of unnecessary procedures. Fifth, a 
whole new industry has sprung up to educate physicians and other healthcare 
providers on how to understand, and work around, Medicare’s labyrinthine 
payment systems.” Of the $23 billion in improper payments uncovered by the 
HHS IG, 36 percent were for services deemed medically unnecessary after the 
fact. This steady increase in losses attributable to improper billing is not 
surprising when the system is set up to reward quantity of care, rather than quality 
of care. 


Enforcement Alone Will Never Eliminate Fraud and Waste 

Will more aggressive oversight make a difference? Yes, but it will come at a 
tremendous cost, both in dollars and in further corrosion of the doctor-patient 
relationship. Every action taken by a doctor or hospital will increasingly be 
subject to second-guessing and third-party monitoring. Medical judgments made 
and services rendered will become, in retrospect, grounds for civil and criminal 
action. Even today, doctors and hospitals practice the art of medicine with the 
knowledge that even an honest billing error could set off chain of events that 
could threaten their livelihoods and even land them in prison. It remains to be 
seen, for example, how much of this is true and the government’s unprecedented 
investigation of Columbia/HCA. These unfavorable trends will only continue and 
grow under the current system. 

This post hoc criminalization of medicine is a direct outgrowth of Medicare's 
archaic system. Because it is an entitlement, the Medicare bureaucracy in 
Washington, D.C., has only the most tenuous control over the program as a 
whole. Hence, no amount of enforcement will have an impact on the real reason 
providers inflate medical bills. Medicare cannot capture quality-based savings, 
because it cannot measure quality, and it will pay for any healthcare, regardless of 
whether it is good, bad, or indifferent. 

Even now, despite a push to improve the quality of the healthcare purchased 
through Medicare, the program lacks accurate information on how the treatments 
it pays for relate to the patient's true medical needs or the patient’s ultimate well- 
being. Until recently, even private insurers did not demand, and did not receive, 
up-to-date medical information. However, imder the lash of market competition, 
private healthcare providers have begun to recognize the value of fresh, accurate 
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data and are spending more money to capture, store, and analyze the information 
needed to generate quality healthcare. Medicare has no such market forces to 
reward quality. 

In fact, Medicare lags so far behind the private sector in the inevitable rush toward 
the information age that a recent GAO report stated: 

HCFA’s efforts in distributing comparative performance data lag behind 
those of state agencies and many employers in the private sector. 
Furthermore, GAO’s analysis of HCFA’s previous implementation efforts 
raises concerns about how well HCFA will implement comprehensive 
programs to deal effectively with poorly performing providers and 
improve all providers’ performance.” 

Even if Medicare tried to improve quality, spending money on anything other than 
Medicare's benefits package must first be approved by HCFA, a process that takes 
years. As a result. Medicare is also unable to compete with the private sector in 
using both managed care and healthcare outcomes to measure and control 
uimecessary medical spending. 

Similarly, Medicare has been notoriously slow to recognize and adopt new 
medical treatments and innovative technologies that provide better healthcare. 

For example, cochlear implants, which are widely accepted as a superior treatment 
for hearing loss, are not reimbursed under Medicare. Consequently, patients must 
pay between S3,000 and $5,000 out-of-pocket for this state-of-the-art technology, 
and physicians may be reluctant to recommend the treatment to low-income 
patients. Overall, the Medicare bureaucracy conducted only 10 assessments of 
new technologies and innovations for coverage under Medicare in 1 99 1 , and only 
eight in 1 992. Some ongoing assessments have been under consideration for over 
three years.” 

The Impact on the Elderly 

Medicare s antiquated approach to medicine does more than compromise patient 
care. Seniors tend to spend more on healthcare than the general population and 
they also spend more on co-payments and deductibles. But studies show that 
seniors who purchase Medigap insurance (in addition to Parts A and B) to cover 
these costs spend 70 percent more on healthcare than those who do not, with little 
measurable increase in their well-being.” 
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The Impact on Future Beneficiaries 

In spite of the refotms made to Medicare in the 1997 Balanced Budget Act, 
Medicare will only remain solvent for 10 years. The program will begin to accrue 
losses just as the baby boomers begin to retire. 

For the last 1 5 years. Medicare has grown faster than any other federal program. 
The Medicare tax has increased fiom 0.7 percent of the first $6,000 in wages to 
2.9 percent of every dollar in wages. In 1965, there were 5.5 workers for every 
beneficiary. Today, there are 3.9 workers for the current number of beneficiaries. 
The number of retirees will increase by 800 percent in the next 1 5 years, leaving 
only 2.2 workers to support every beneficiary.’* The system foments 
intergenerational competition for resources and will, if left unchecked, rob future 
workers - along with their children and grandchildren - of their livelihoods. 


Reducing Fraud by Reforming Medicare 

To paraphrase Friedrich Hayek, the Nobel Prize-winning economist, there are 
only two ways of holding men accountable: prices and prisons. Enforcing price 
controls requires throwing people in jail. Unfortunately, some of the people who 
get thrown in jail may have honestly misunderstood the regulation they needed to 
follow. But, when prices are set by free-market forces, overcharging for a product 
is simply punished by the loss of market share. 

Eliminating fraud in Medicare calls for reducing the incentives and opportunities 
to profiteer. Medicare is currently rife with such enticements. Only the discipline 
of the free market and the creation of a patient-centered healthcare market will 
allow Medicare patients to choose care based on cost and quality. Providers will 
then have to compete for patients based upon their ability to provide a variety of 
quality medical outcomes. 

The following changes would go a long way toward establishing such a system: 

1. Medicare would be changed from a government-run, fee-for-service health 
insurance plan to a system in which Medicare beneficiaries would choose 
among publicly available private health insurance plans. The government 
would subsidize insurance purchases through individual premium 
allowances, at an amount set by the average price of competing plans, 
keyed to a benchmark benefit package. 

2. Healthcare plans, physician groups, and health insurers would have to 
provide consumers with information on the quality of their care. Recent 
studies show that beneficiaries value such infomiation because they want 
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to be informed, cost-conscious consumers of healthcare services, rather 
than passive recipients. 

3. Direct competition between provide’ systems would be based on quality 
and cost. Providers would no longer go to Medicare for their payments. 
How much money to spend and what to spend it on would be the 
re^nsibility of Medicare program participants. The Medicare 
bureaucracy would sinq>ly serve to collect and disseminate up-to-date, 
patient-fiiaidly healthcare information and stimulate the universal 
adoption of the best available medical practices. Rooting out and 
eradicating fraud would be the responsibility of the private sector. 

Leaders in healthcare policy from all sides of the political spectrum are now 
providing sound ideas and solutions for transforming Medicare into a program 
that responds to the needs of the elderly by providing the best possible healthcare 
at a reasonable price. Many of these ideas have originated in think tanks and 
public policy organizations.*^ The Medicare commission, which will be 
established pursuant to the Balanced Budget Act, should give careful 
consideration to these proposals, and be bold in its final recommendations. The 
friture health of Medicare, our economy, and our people depends upon true 
reform. 
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My name is Bill Menke. I am the Chief Fraud Investigator for the law firm of Levin, 
Middlebrooks, Thomas, Mitchell, Green, Echsner, Proctor & Papantonio in 
Pensacola, Florida. Our mission is to develop Medicare and Medicaid fraud cases 
under the Federal False Claims Act. 

Levin Middlebrooks has five investigators, plus support staff. The individuals 
working for us have clinical, administrative, general health care, clerical and criminal 
investigation backgrounds. I previously was an executive with one of America’s 
largest health care corporations. To be perfectly honest, I left because I got tired of 
working for the “bad guys.” I now help Levin Middlebrooks develop evidence to 
present to federal agents and prosecutors. 

As you know, Medicare and Medicaid were bom of the “Great Society” programs of 
the 1960s. They were meant to help people. But fraud has turned them into 
entitlements for corporations^ not patients. We see blatant health care fraud on a 
daily basis. It is pervasive; it affects every sector of the health care industry, 
including durable medical equipment, suppliers, psychiatric hospitals, hospital 
corporations, and pharmaceutical companies. 

The government is unequipped to handle $90 to $100 billion a year in fraud. Fraud 
squads such as ours, who assist in developing qui tarn suits, are an additional and 
important line of defense. We act as consumer advocates to put money back into the 
taxpayers pockets by bringing these fraudulent companies to justice. 

There are 18,000 pages of Medicare regulations. The states also have separate 
administrative codes. The rules are so complex and ambiguous that crooks try to 
excuse their behavior by saying they didn’t understand the rules. Part of my job is 
to find the exact mle or law that’s been broken, and then take that information to 
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federal agents, investigators and inspectors. The Federal False Claims Act is the best 
and perhaps only way to change the “corporate culture” that encourages fraud. 

The Flealth Care Financing Administration, which administers Medicare, says 88% 
of claims in 1995 were reduced by almost 50 percent as a result of fraud that was 
detected during claim reviews. There were 600 million false claims submitted in 
1995. Those figures suggest that three billion false claims were submitted in the past 
six years. 

I have seen firsthand that many doctors and hospitals routinely overcharge because 
they know the government will not pay the whole bill. The “bad guys” jack up the 
costs as high as possible. They collect what Medicare & Medicaid gives them. Then 
they count the unreimbursed amount as a loss, and write it off on their taxes. 

Scams such as upending, bundling and unbundling are costing taxpayers billions of 
dollars a year. You may be familiar with Bundling and Unbundling. Flospitals are 
supposed to “bundle” charges for each patient. For instance, if someone comes into 
the emergency room for chest pain, gets tests, and is admitted for treatment, the 
hospital is supposed to submit all those charges at the same time. But the hospital 
makes more money by “unbundling” the charges; for instance it would submit the ER 
charges separately from those incurred after the patient’s admitted. Some charges 
could be submitted twice without anyone knowing. 

I would like to share with you the story of a man named John Perry. He is from St. 
Petersburg, Florida. He worked in a radiology lab as an ultrasound technician. When 
Medicare patients came in, his boss told him to do as many tests as possible. The 
idea was to bilk Medicare out of every penny it could. Perry told federal 
investigators, and they brought charges. But they waited until the last minute to tell 
him that if he had pursued the action under the Federal False Claims Act, he would 
get a financial reward. By the time he contacted us, it was too late. 

We hope that in public forums such as this one we can alert people to the fact that 
they do not have to lose everything if they blow the whistle on corporate criminals. 
We applaud Congress for strengthening the False Claims Act in recent years. But we 
also ask you to help spread the word that becoming a whistle-blower does not mean 
becoming a martyr to justice. Right now the system is so full of fraud that it makes 
it hard for medical workers who care about patients to do their jobs. It is time to 
make health care a noble profession again. 
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My name is Mike Papantonio, and I am an attorney in Pensacola, Florida. I am here 
to share information with you my firm (Levin, Middlebrooks, Thomas, Mitchell, 
Green, Echsner, Proctor & Papantonio) has uncovered while pursuing whistleblower 
claims under the federal False Claims Act. 

This law is the best tool America has to fight government fraud and waste. I strongly 
urge you to keep the federal False Claims Act strong. The law must not be weakened. 
If anything, it should be made stronger. Fighting Medicare fraud without the False 
Claims Act would be like fighting the Persian Gulf War without fighter jets and 
tanks. 

In January this committee heard testimony from a convicted felon, who said stealing 
from Medicare is easy. A man with no health care experience got a Medicare 
provider number, and cheated the federal government out of half million dollars a 
month. 

1 am here to tell you, this is not unusual. Medicare fraud is not just easy, it is 
institutionalized. The ease with which crooks can take money from the pockets of 
America’s citizens has created a culture of corporate crime. It’s not just individuals 
who are stealing from Medicare. It is also the largest health care corporations in 
America. 


Let me share a few figures with you. 
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Fraud swallows up $90 to $1 00 billion taxpayer dollars each year. Those of you who 
struggle with the national budget may be immune to figures such as this. Allow me 
to put them into perspective. 

• The amount of money lost to fraud yearly totals the 1994 combined general 
revenue of Texas, Pennsylvania and Florida. 

• If the government simply gave this money away, each family of four would get 
more than $1400. 

• The amount lost to fraud yearly would pay for 3.3 million American students 
to attend Yale University for a year — room and board included. 

But this money is not being given away. It is not being spent on reducing crime or 
improving education. It is going directly into the pockets of corporate criminals, 
many of whom may never be caught. Most of those who are being caught are being 
targeted by whistleblowers using the False Claims Act. 

Medicare cheats are not just stealing from the government; they are stealing from 
taxpayers. That includes the young parents in Pensacola struggling to raise their 
children. They are stealing from newlyweds in Cincinnati just starting their lives 
together. They are stealing from students in Sacramento working their way through 
school. They are stealing from the families all across America who are living 
paycheck to paycheck, while trying to put away a little something for retirement. 
Medicare cheats are stealing from you and from me. 

Normally in a white collar crime investigation, investigators could follow a paper 
trail. But in Medicare fraud, there is virtually no paper. Many of the crimes occur 
inside corporate computer systems. Computer records are easy to change. If 
Medicare cheats know you are on to them, they can “cook the books” with just a few 
keyboard strokes. Many of America’s largest health care companies have programs 
that automatically “upcode” a diagnosis to the one with the highest amount billable 
to Medicare. Investigating bank robberies and drug dealers is easy in comparison. 
Nobody actually looks at individual claims. Even computer systems specifically 
designed to catch fraud can’t find everything. 
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For reasons such as this, it is virtually impossible to detect Medicare fraud without 
someone on the inside to blow the whistle. The False Claims Act allows 
whistleblowers to be financially rewarded for turning in corporate criminals. My 
firm, Levin Middlebrooks, has its own fraud squad. We get 50 to 60 calls each day 
from potential whistleblowers. These are people for whom honesty pays, partly 
because this law allows them to keep 15% to 30% of the amount the government 
recovers. I applaud Congress for its foresight in strengthening this law. We must 
hold firm. 

Our cases are secret, and we cannot discuss specifics. But I can share with you hair- 
raising stories uncovered by our investigative staff. One reason it is so easy to steal 
from Medicare is that there are 18,000 pages of regulations. The states also have 
separate administrative codes. The rules are so complex and ambiguous that crooks 
try to excuse their behavior by saying they didn’t understand. Efforts are underway 
to clarify some of these rules. We applaud those efforts. But we ask you to be wary 
of those who would blame their criminal behavior on ignorance of the law. 

Here is one example of the calibre of fraud we have seen which is not covered by the 
secrecy requirements of the whistleblower statute. 

An elderly South Florida nursing home resident is judged - for virtually no reason - 
to be a danger to herself She is transferred to a mental institution, where she is 
locked away for weeks, supposedly for evaluation. When her Medicare benefits run 
out, the staff decides she is perfectly fine to return to her nursing home. The reason 
she is found to be all right is that she was perfectly sane the whole time. What is 
“insane” is the way institutions are allowed to commit people for the sole purpose of 
collecting their Medicare benefits. 

Anyone who assumes doctors are largely to blame for Medicare fraud would be sadly 
mistaken. While doctors make good salaries, they work long hours. Some are 
fighting Medicare fraud on the front lines as whistleblowers. The problem is not with 
the doctor community; it is with the corporate community which has learned to place 
the value of money above the value of honesty. 
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How do we know this? Because people call us. We get dozens of calls every week 
from people who are tired of working for crooks. Doctors, nurses, administrators, 
billing clerks, accountants — they all call with incredible stories to tell about health 
care fraud. 

When did the extensive fraud begin? In the late 70's and early 80's, many small 
doctors’ hospitals were gobbled up by large, profit-oriented hospital corporations. 
The dramatic increase in qui tarn suits can be traced to that same period of time. 
Filings under the False Claims Act jumped from 33 in 1987 to 530 in 1997. 
Companies settling these claims have returned billions of dollars to the US Treasury. 
Hitting these companies in the wallet is the most effective way of changing their 
behavior. Even fining and imprisoning top executives will not necessarily change the 
corporate culture. . 

An intense lobbying effort is underway to convince Congress to weaken the Federal 
False Claims Act. Many hospitals say they are being targeted unfairly. While no one 
should be treated unjustly, the truth is that the Medicare fraud is institutionalized. We 
must examine the system that allows cheaters to prosper. The False Claims Act is the 
most powerful weapon the government has to fight Medicare fraud. This weapon 
must not be taken away. The truth is hospital corporations that play fairly with 
American taxpayers’ money have nothing to worry about. 

One final word. Some who would weaken the law that is doing so much good say it 
is promoting a nation of whistleblowers. But if that’s what it takes to ferret out the 
crime, then so be it. 

Songwriters Woody Guthrie and Bob Dylan share a song lyric that is most 
appropriate in this case. “Some rob with you with a six-gun, some with a fountain 
pen.” Those lyrics have never been more true in regard to health care fraud. The 
Federal False Claims Act must remain strong in order for the corporate criminals to 
be brought to justice. It must remain strong in order to protect American taxpayers 
from corporate greed. 


Papantonio heads the Medicare fraud squad of the Pensacola law firm of Levin, 
Middlebrooks, Thomas, Mitchell, Green, Echsner, Proctor & Papantonio. 
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